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U.S.  SMALL  BUSINESS  ADMINISTRATION  LOW 
DOCUMENTATION  LOAN  PROGRAM 


WEDNESDAY,  JUNE  28,  1995 

House  of  Representatives, 
Subcommittee  on  Government  Programs, 

Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  2:10  p.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  Peter  G.  Torkildsen, 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Torkildsen.  Subcommittee  on  Government  Programs, 
come  to  order.  Before  we  begin  the  hearing  today,  there  is  one  mat- 
ter that  is  before  the  subcommittee.  As  anyone  can  see  from  the 
published  witness  list,  Ms.  Alice  Rivlin  from  the  Office  of  Manage- 
ment and  Budget  was  invited  to  testify  or  send  a  delegate  to  testify 
here  today. 

Ms.  Rivlin  responded  to  the  subcommittee  in  writing,  having  her 
designee  respond  in  writing,  in  lieu  of  appearing  before  the  sub- 
committee. With  the  prospect  of  answering  a  number  of  the  sub- 
committee's questions,  it  also  raised  several  other  issues  that  we 
would  like  to  discuss  with  her  or  her  designee. 

This  morning,  we  sent  another  letter  to  Ms.  Rivlin  and  the  Of- 
fice, requesting  again  that  she  or  her  designee  answer  a  number 
of  questions,  and  that  she  testify  before  us  this  afternoon.  At  this 
time,  we  have  not  yet  received  a  written  response  from  her  office. 
We  are  awaiting  this  information.  If  the  correspondent  fails  to  an- 
swer our  concerns,  however,  we  would  like  to  proceed  in  a  manner 
as  follows. 

For  that  purpose,  I  would  like  to  recognize  the  gentleman  from 
Colorado,  Mr.  Hefley,  for  the  purpose  of  making  the  motion. 

Mr.  Hefley.  Thank  you,  Mr.  Chairman. 

One  of  the  important  functions  of  this  body  is  congressional  over- 
sight. This  subcommittee  is  tasked  with  assessing  the  strength  of 
the  SBA's  various  loan  programs.  But  the  Office  of  Management 
and  Budget  refuses  to  give  us  accurate  information  on  the  LowDoc 
Program. 

This  subcommittee  needs  an  accounting  on  how  each  loan  pro- 
gram is  performing.  By  putting  LowDoc  under  the  umbrella  of  the 
7(a)  Program,  we're  not  getting  the  accurate  picture  on  either. 

I,  therefore,  move  that  the  subcommittee  subpoena  Ms.  Rivlin  or 
her  designee,  requesting  that  she  or  her  designee  appear  before 
this  subcommittee  to  discuss  these  matters. 

(1) 


Chairman  ToRKiLDSEN.  The  gentleman  from  Colorado  has  made 
a  motion  for  a  subpoena  for  Ms.  Rivlin  or  her  designee  to  appear 
before  the  subcommittee  to  answer  questions. 

Is  there  any  discussion  on  the  motion? 

[No  responsel 

Chairman  TORKILDSEN.  Seeing  none,  I  would  like  to  ask  for  a  re- 
corded vote  on  this  motion.  The  Clerk  will  call  the  roll. 

The  Clerk.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Aye. 

The  Clerk.  Mr.  Hefley. 

Mr.  Hefley.  Aye. 

The  Clerk.  Mrs.  Myrick. 

Mrs.  Myrick.  Aye. 

The  Clerk.  Ms.  Kelly. 

Ms.  Kelly.  Aye. 

The  Clerk.  Mr.  Chrysler. 

Mr.  Chrysler.  Aye. 

The  Clerk.  Mr.  Funderburk. 

Mr.  Funderburk.  Aye. 

The  CI.ERK.  Mr.  LaTourette. 

Mr.  LaTourette.  Aye. 

The  Clerk.  Mr.  Poshard. 

[No  response.] 

The  Clerk.  Mr.  Wyden. 

[No  response.] 

The  Clerk.  Mr.  Mfume. 

[No  response.] 

The  Clerk.  Mr.  Fields. 

[No  response.] 

The  Clerk.  Mr.  Thompson. 

[No  response.] 

The  Clerk.  It's  seven  in  favor. 

Chairman  Torkildsen.  The  motion  carries.  We  will  now  con- 
tinue with  our  already  scheduled  order  of  business. 

It  is  my  pleasure,  as  Chairman  of  the  Small  Business  Sub- 
committee on  Government  Programs,  to  welcome  our  guests  here 
today. 

As  we  look  toward  the  future  of  small  business  in  this  country, 
we  must  consider  those  programs  that  support  and  strengthen 
these  businesses.  This  hearing  is  one  in  a  series  of  hearings  to  re- 
view the  Small  Business  Administration  and  its  specific  loan  pro- 
grams. 

The  LowDoc  Program  began  as  a  public  program  in  December  of 
1993  and  expanded  nationally  in  the  summer  of  1994.  This  pro- 
gram was  created  to  specifically  respond  to  a  critical  funding  need, 
that  is,  small  business  unable  to  find  lenders  who  are  willing  and 
able  to  provide  loans  in  amounts  under  $100,000. 

The  application  form  for  a  LowDoc  loan  is  only  1  page  in  length. 
This  single  sheet  is  both  the  applicant's  SBA  loan  application  and 
the  lender's  request  for  a  SBA  guaranty.  The  application  is  just  a 
summary  of  all  the  information  previously  required  from  applicants 
on  a  series  of  forms  and  required  attachments. 


However,  the  lender  is  still  required  to  request  whatever  addi- 
tional appropriate  information  it  may  need  to  complete  the  appro- 
priate credit  decision. 

The  agency  is  obviously  struck  in  quantity  as  well  as  quality  in 
the  making  of  these  loans.  The  portfolio  of  loans  made  under  this 
program  are  performing  at  a  better  rate  than  those  made  during 
the  same  period  under  the  regular  7(a)  Program. 

Between  December  1,  1993  and  March  31,  1995,  the  SBA  ap- 
proved 21,520  LowDoc  loans,  totaling  approximately  $1.8  billion.  Of 
those  loans  to  date,  128  are  not  current  in  their  payments  to  the 
lender.  This  represents  a  total  dollar  figure  of  about  $5.9  million. 

It  is  important  to  note  that  roughly  only  5,000  LowDoc  loans 
were  made  before  the  beginning  of  fiscal  year  1995.  So,  it  will  be 
of  particular  interest  to  discuss  the  expected  default  rate  on  all 
loans  as  they  enter  their  second  and  third  years  of  repayment. 

In  addition  to  discussion  of  default  rates  on  the  LowDoc  loan,  it 
will  be  of  interest  to  discuss  the  scoring  of  the  subsidy  rate  for  the 
LowDoc  Program  as  it  relates  to  the  7(a)  Program.  Currently,  it  is 
the  subcommittee's  understanding  that  the  program  has  not  been 
scored  separately,  but  that  0MB  is  considering  doing  so.  It  is  im- 
portant to  discuss  this,  as  well  as  any  assumptions  made  regarding 
the  previous  scoring  process  for  the  7(a)  Program  as  it  relates  to 
LowDoc. 

I  am  sure  that  there  will  be  other  issues  that  the  subcommittee 
will  want  to  address  after  testimony  is  given. 

Our  first  witness  today  is  Ms.  Patricia  Forbes,  Assistant  Deputy 
Administrator  for  Economic  Development  for  the  U.S.  Small  Busi- 
ness Administration.  She  will  be  discussing  with  us  the  internal 
workings  of  the  program,  any  problems  or  concerns  the  SBA  may 
have,  and  certainly  any  recommendations  the  SBA  may  have  for 
improvement. 

With  her  is  Mr.  John  Cox  who  is  the  Associate  Administrator  for 
Financial  Assistance  for  the  SBA.  My  understanding  is  that  Mr. 
Cox  will  not  be  making  an  opening  statement. 

Ms.  Forbes,  we  welcome  your  testimony  today. 

TESTIMONY  OF  PATRICIA  R.  FORBES,  ACTING  ASSOCIATE 
DEPUTY  ADMINISTRATOR  FOR  ECONOMIC  DEVELOPMENT, 
U.S.  SMALL  BUSINESS  ADMINISTRATION,  ACCOMPANIED  BY 
JOHN  COX,  ASSOCIATE  ADMINISTRATOR  FOR  FINANCIAL  AS- 
SISTANCE, U.S.  SMALL  BUSINESS  ADMINISTRATION 

Ms.  Forbes.  Thank  you. 

Good  afternoon,  Mr.  Chairman  and  members  of  the  subcommit- 
tee. I  am  Patricia  Forbes,  the  Deputy  for  Economic  Development  at 
the  Small  Business  Administration.  I  have  accompanying  me  today, 
John  Cox,  who  is  the  person  directly  responsible  for  the  various 
SBA  loan  programs.  I  ask  that  my  full  written  statement  with  at- 
tachments and  a  copy  of  the  LowDoc  survey,  that  you  all  should 
have  in  your  packets,  be  submitted  for  the  record. 

Chairman  Torkildsen.  Without  objection,  so  ordered. 

Ms.  Forbes.  Thank  you. 

Congress,  the  SBA,  small  businesses  and  SBA's  private  sector 
partners  have  worked  together  over  the  years  to  try  to  meet  the 
different  financing  needs  of  small  businesses.  Section  7(a)  of  the 


Small  Business  Act  is  the  basis  for  our  largest  umbrella  guaranty 
program.  As  you  can  see  from  the  chart,  which  is  attached  to  my 
testimony  and  over  there  on  the  stand,  there  are  many 
subprograms  within  the  SBA  guaranty  program,  which  are  struc- 
tured to  meet  specific  financing  needs  of  small  businesses  through- 
out the  country. 

[The  chart  may  be  found  in  the  appendix.] 

Ms.  Forbes.  These  subprograms  include,  among  others:  The 
international  trade  and  export  working  capital  loan  programs, 
which  provide  general  and  transaction  financing  for  exporters;  the 
Caplines  Program  which  provides  specialized  lines  of  credit  and  re- 
volving loans  for  seasonal,  contractor  and  asset-based  borrower 
needs;  and  the  subject  of  today's  hearing,  the  Low  Documentation 
loan  program  or  LowDoc. 

The  subsidy  rate  for  all  7(a)  Programs  for  fiscal  year  1995  is  2.74 
percent.  This  subsidy  rate  allows  the  SBA  to  guarantee  $100  in 
loans  to  credit-worthy  small  businesses  at  a  cost  to  the  taxpayer  of 
only  $2.74.  The  LowDoc  loan  program  is  simply  one  subset  of  the 
7(a)  Program  that  requires  reduced  paperwork  for  loans  up  to 
$100,000  and  provides  a  90  percent  SBA  guaranty. 

The  LowDoc  Program  is  a  small  loan  financing  vehicle  which, 
like  other  7(a)  lending  programs,  relies  on  a  lender's  experience 
and  judgment  regarding  the  credit-worthiness  of  the  applicant.  The 
business  owner's  character  and  credit  history,  the  credit  history  of 
the  business,  and  the  business'  apparent  repayment  ability  serve 
as  key  indicators  of  credit-worthiness  for  LowDoc  loans. 

The  LowDoc  Program  was  established  in  direct  response  to  the 
concern  of  small  business  owners  regarding  their  lack  of  access  to 
capital.  In  particular,  small  businesses  were  unable  to  find  lenders 
able  or  willing  to  provide  loans  in  amounts  under  $100,000.  The 
small  business  owners  and  lenders  complained  both  about  the  pa- 
perwork required  by  SBA  and  the  time  it  took  to  process  an  SBA 
loan. 

To  address  the  first  concern  the  SBA  reduced  its  loan  application 
for  LowDoc  loans  to  only  1  page.  This  single  sheet,  which  I  have 
right  here,  is  both  the  applicant's  loan  application  and  the  lender's 
request  for  a  guaranty.  This  application  is  a  summary  of  all  the  in- 
formation previously  required  by  SBA  from  applicants  on  a  series 
of  forms  and  required  attachments.  The  lender  still  requests  what- 
ever additional  information  it  requires  to  meet  its  own  credit  un- 
derwriting standards  in  order  to  make  an  appropriate  credit  deci- 
sion on  the  application. 

To  address  the  second  concern,  that  of  long  loan  processing  time, 
the  SBA  made  a  strong  commitment  to  the  LowDoc  Program  and 
asked  each  of  its  LowDoc  processing  offices  to  strive  to  provide 
quick  turn-around  times  on  LowDoc  loan  applications.  The  district 
offices  have  generally  been  able  to  meet  this  requirement.  How- 
ever, for  processing  efficiency  and  consistency,  the  SBA  is  now  im- 
plementing a  plan  to  centralize  LowDoc  processing  in  several  loca- 
tions. I  will  discuss  this  centralization  effort  later  in  my  testimony. 

The  LowDoc  Program  is  a  fairly  new  program  which  has  been  ex- 
tremely successful  in  meeting  the  needs  of  the  Nation's  small  busi- 
nesses for  small  amounts  of  capital.  The  average  LowDoc  loan  is 
$54,000  while   an   average  non-LowDoc   SBA  guaranteed  loan  is 


$174,000.  The  LowDoc  Program  began  in  Texas  in  December  1993 
and  became  a  national  program  last  summer.  So,  far  in  fiscal  year 
1995,  SBA  has  guaranteed  over  23,000  LowDoc  loans  for  $1.3  bil- 
lion. As  the  next  chart  shows,  SBA  expects  to  guarantee  approxi- 
mately 35,000  LowDoc  loans  this  fiscal  year. 

[The  Chart  may  be  found  in  the  appendix.] 

LowDoc  loans  are  high  in  numbers  compared  to  all  7(a)  loans, 
but  not  in  overall  dollars.  In  1995,  64  percent  of  the  number  of  7(a) 
loans  guaranteed  have  been  LowDoc  loans,  representing  about  24 
percent  of  the  dollars. 

In  September  1994,  SBA  began  a  survey  of  LowDoc  borrowers. 
Eighty-five  percent  of  the  borrowers  described  their  satisfaction 
with  the  program  as  good  or  very  good.  A  copy  of  the  survey  report 
is  attached  to  my  testimony. 

As  in  all  new  programs,  SBA  continues  to  be  very  sensitive  to 
concerns  being  expressed  about  the  LowDoc  Program.  Some  ques- 
tions have  been  raised  about  the  quality  of  the  LowDoc  credit  deci- 
sions and  the  effect  on  the  program  of  lenders  who  are  new  to  the 
7(a)  Program  and  who  do  not  have  the  experience  necessary  to 
make  appropriate  credit  decisions  on  SBA  guaranteed  loans. 

SBA  has  completed  reviews  of  over  200  LowDoc  lenders,  which 
represent  1,100  individual  loans.  To  date,  SBA's  reviews  indicate 
that  concern  about  inferior  credit  quality  is  not  well  founded. 

Very  early  reports  show  that  loans  made  under  the  LowDoc  Pro- 
gram are  performing  at  a  slightly  better  rate  than  those  made  dur- 
ing the  same  period  under  the  regular  7(a)  Program. 

This  chart  illustrates  the  comparative  health  of  the  LowDoc 
loans,  regular  7(a)  loans  and  non-LowDoc  loans  under  $100,000. 
Between  December  1,  1993  and  May  31,  1995,  SBA  approved  over 
27,000  LowDoc  loans,  of  which  only  267  loans  are  not  current  in 
their  payments  to  the  lenders. 

[The  Charts  may  be  found  in  the  appendix.] 

LowDoc  loans,  both  by  dollars  and  numbers  of  loans,  are  per- 
forming slightly  better  than  non-LowDoc  loans  of  any  size  approved 
during  the  same  period.  Again,  the  comparison  represented  on  the 
chart  is  for  loans  approved  during  the  same  period  of  time. 

Although  the  quality  of  the  portfolio  looks  very  good  so  far,  SBA 
management  has  taken  steps  to  consult  with  field  staff  and  lending 
partners  on  their  views  of  the  LowDoc  Program.  Administrator 
Lader  and  Deputy  Administrator  Pulley  held  a  LowDoc  Program 
conference  call  with  the  SBA  District  Directors'  Council,  a  select 
body  of  field  personnel  that  consults  with  headquarters  staff  re- 
garding critical  policy  issues. 

After  polling  all  district  offices  within  their  regions,  the  field  rep- 
resentatives snared  the  opinion  that  LowDoc  loan  quality  is  good 
to  excellent  and  compares  favorably  with  other  loans  being  ap- 
proved by  the  agency.  To  improve  the  program,  however,  they  rec- 
ommended increased  training  for  lenders,  they  supported  the  issu- 
ance of  a  LowDoc  Program  guide  for  lenders  and  SBA  field  offices, 
and  they  asked  for  changes  in  the  marketing  materials  used  for  the 
program. 

Also,  SBA  met  with  more  than  20  lenders  and  trade  association 
representatives  to  discuss  the  LowDoc  Program.  Again,  the  feed- 
back we  received  was  primarily  positive.  The  lenders  and  industry 


representatives  present  at  this  meeting  all  stated  that  the  quality 
of  the  LowDoc  loans  that  they,  or  their  member  institutions,  are 
approving  is  very  high.  Generally,  the  recommendations  made  by 
this  group  echoed  those  made  by  the  SBA  District  Directors'  Coun- 
cil. The  lenders  and  industry  representatives  also  unifo7*mly  sup- 
ported the  centralization  of  LowDoc  processing. 

To  further  improve  the  procedural  efficiency  of  the  LowDoc  Pro- 
gram, and  to  establish  better  control  and  consistency  in  the 
LowDoc  approval  process,  the  SBA  is  taking  steps  to  centralize 
LowDoc  processing  in  several  locations.  The  processing  centers  will 
enable  the  SBA  to  achieve  economies  of  scale  and  to  take  advan- 
tage of  the  latest  technology.  They  will  also  help  to  assure  a  high 
degree  of  consistency  in  the  loan  consideration  process.  Centraliza- 
tion is  one  tool  that  will  help  us  assure  that  the  quality  of  the 
LowDoc  portfolio  remains  high.  We  are  taking  the  necessary  steps 
to  assure  a  seamless  transition  to  LowDoc  centralization. 

As  we  continue  to  look  at  ways  to  assure  program  quality,  a  sec- 
ond tool  we  plan  to  use  is  a  credit  scoring  system.  Credit  scoring 
will  allow  the  SBA  to  apply  a  uniform  standard  against  which  to 
measure  an  applicant's  creditworthiness.  A  third  tool  will  be  the 
new  LowDoc  Program  Guide  which  is  being  developed  at  the  rec- 
ommendation of  lenders  and  the  SBA  field  staff.  This  guide  will 
provide  detailed  program  instructions  for  both  lenders  and  SBA 
staff. 

The  LowDoc  Program  has  been  extremely  well  received  both  by 
borrowers  and  the  agency's  participant  lenders,  and  is  serving 
many  small  financing  needs  of  the  Nation's  small  businesses.  The 
SBA  will  continue  to  monitor  the  program  closely  to  help  ensure 
program  quality  as  well  as  efficiency. 

I  would  like  to  conclude  my  testimony  with  an  example  of  the 
positive  impact  that  LowDoc  loans  have  on  individual  small  busi- 
nesses and  on  the  communities  in  which  they  are  located. 

One  business  that  has  been  helped  to  grow  by  the  LowDoc  Pro- 
gram is  Cassidy  Brothers  Forge,  Incorporated,  a  specialized  iron- 
works company  located  in  Rowley,  Massachusetts.  Cassidy  Broth- 
ers, founded  in  1965,  is  owned  by  Maurice  Cassidy.  The  company's 
business  includes  private  sector  sales  as  well  as  Federal  and  State 
contracts.  Two  recent  contracts  involved  work  for  the  Army  Corps 
of  Engineers,  and  for  the  Vice  President's  residence  here  in  Wash- 
ington. 

In  December  1994,  the  company  received  a  $75,000  LowDoc  loan. 
The  proceeds  of  this  loan  provided  working  capital  for  the  company 
to  improve  its  cash  flow  during  the  periods  that  it  waited  for  pay- 
ment. Thanks  to  its  LowDoc  loan,  the  company  now  provides  em- 
ployment for  20  individuals,  up  from  the  16  employees  working 
there  prior  to  the  LowDoc  financing. 

Thank  you,  Mr.  Chairman.  That  concludes  my  remarks.  I'll  be 
happy  to  answer  any  questions  you  may  have. 

[Ms.  Forbes'  statement  may  be  found  in  the  appendix.] 

Chairman  ToRKlLDSEN.  Thank  you  for  your  testimony. 

For  the  record,  I  will  note  that  when  the  roll  call  vote  was  taken 
on  the  subpoena,  there  was  a  quorum  present  as  can  be  noted  by 
the  number  of  members  who  voted. 


Also,  I  would  ask  that  Cassidy  Brothers  Forge,  Incorporated,  I 
take  it,  is  my  district. 

Ms.  Forbes.  Yes. 

Chairman  Torkildsen.  Yes,  For  the  record,  I  would  like  to  note 
that  Rowley  is  spelled  R-o-w-l-e-y.  So,  Rowley,  I'm  sure,  will  appre- 
ciate the  correction. 

Ms.  Forbes.  When  I  asked  how  it  was  pronounced,  they  told  me 
"Rauley,"  so  I  apologize. 

Chairman  Torkildsen.  Punctuation  and  spelling  in  Massachu- 
setts is  not  the  same. 

I  would  like  to  start  with  some  questions.  I  do  appreciate  the 
points  that  you,  Ms.  Forbes,  have  brought  to  our  attention.  The 
larger  question  which  we  have  to  have  an  understanding  of  to 
evaluate  the  program  and  its  success  is,  not  only  the  number  of 
people  who  are  using  it  and  the  dollar  amount  that's  being  lent, 
but  its  probability  for  remaining  a  solvent  program  in  the  future. 

So,  to  go  back  to  the  beginning,  I  guess  I  would  like  to  start  and 
ask  the  one  difference  that  everyone  can  point  to  in  the  LowDoc 
Program  from  the  7(a)  Program,  oesides  the  paperwork  required  is 
the  subsidy  rate.  Could  you  talk  about  why  the  —  excuse  me,  the 
guarantee  rate  of  90  percent  —  and  could  you  talk  about  how  the 
90  percent  figure  was  arrived  at;  why  was  it  decided  that  a  higher 
guaranty  or  percentage  was  needed  for  this  program,  as  opposed  to 
other  loan  programs  within  7(a),  within  the  SBA. 

Ms.  Forbes.  The  Small  Business  Act  requires  that  loans  under 
$155,000  be  made  at  guaranteed  levels  up  to  90  percent.  So,  we're 
not  treating  the  LowDoc  loans  differently  from  other  loans  of  the 
same  size. 

The  difference  really  is  the  processing.  It's  a  1-page  process.  If 
there  is  something  in  the  application  that  indicates  additional  pa- 
perwork is  required,  it  gets  kicked  out  of  the  LowDoc  process  and 
into  the  regular  7(a)  process.  It's  still  a  90  percent  guaranty 
$100,000  or  under. 

Chairman  Torkildsen.  Yes,  but  with  the  statutory  language 
being  up  to  90  percent,  why  was  it  decided  that  these  would  be  90 
percent  as  opposed  to  some  other  number?  That  is  what  I  am  driv- 
ing at. 

Ms.  Forbes.  The  language  states  that  the  guarantee  "shall  be: 
. . .  not  less  than  90  percent."I  think  at  the  time,  we  were  trying 
not  to  treat  them  any  differently  than  we  would  treat  other  loans 
or  other  applications  of  that  size. 

Now,  our  reinvention  plan  does  call  for  an  85  percent  guaranty 
on  loans  under  $100,000. 

[See  appendix  for  July  18,  1995  letter  from  Ms.  Forbes  clarifying 
her  answer  to  above  question.] 

Chairman  Torkildsen.  It  is  a  question,  and  perhaps  there  was 
nothing  specifically  availed  to  it.  It  is  just  when  a  number  normally 
is  being  assigned,  normally  there  is  some  rationale  for  why  that 
number  and  not  another,  because  90  percent  is  the  maximum.  I  un- 
derstand that.  But  why  90?  I  applaud  the  decision  of  the  SBA  to 
recommend  a  lower  percentage  of  85.  But  it  just  brings  to  mind  the 
question  of  why  it  wasn't  85  when  the  program  began. 

Ms.  Forbes.  I'm  going  to  defer  this  to  John  Cox  since  I  was  not 
present  during  that  time. 
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Chairman  TORKILDSEN.  Mr.  Cox. 

Mr.  Cox.  Usually,  when  vou  introduce  a  new  program,  history 
has  shown  that  the  private  lenders  did  not  want  to  make  or  it  was 
not  financially  feasible  to  make  smaller  loans.  Therefore,  it  was  in- 
cumbent upon  the  agency  to  prove  to  them  that  indeed  these  small 
loans  were  good  for  their  business.  One  way  of  doing  that  is  to 
allow  for  the  maximum  guaranty  permitted  by  law. 

At  the  point  where  they  are  indeed  interested  in  the  program, 
you  reduce  the  guaranty.  It's  just  a  marketing  strategy. 

Chairman  Torkildsen.  With  that,  and  moving  forward,  the  con- 
cern that  I  have  and  I  expressed  this  today  in  a  previous  hearing 
when  I  believe  the  Administrator  himself  was  here,  was  about  the 
very  large  expansion  that  is  being  planned.  I  believe  in  fiscal  1994, 
there  were  somewhere  between  5,000  and  6,000  LowDoc  loans 
made;  is  that  correct? 

Ms.  Forbes.  It  wasn't  national  until  last  summer. 

Chairman  Torkildsen.  It  was  still  in  the  pilot  stage  then? 

Ms.  Forbes.  Right. 

Chairman  Torkildsen.  However,  if  you  are  expecting  about  a 
sixfold  increase  in  the  number  of  loans  offered,  and  my  concern  is 
how  can  anyone  prudently  understand  the  decision  to  make  a  six- 
fold increase  in  the  number  of  loans,  if  there  has  not  been  a  specific 
study  about  what  the  next  subsidy  and  what  the  potential  default 
rate  would  be.  That's  an  enormous  expansion.  Granted,  it's  going 
from  a  pilot  program  to  a  nationwide  program.  But  my  concern  is 
what  numbers  has  the  SBA  seen  for,  not  only  a  new  program,  but 
mature  programs  that  would  lead  it  to  believe  it  could  have  a  six- 
fold increase  in  this  program  without  risking  the  very  scarce  funds 
of  the  SBA  as  appropriated  by  the  Congress. 

Ms.  Forbes.  It's  a  young  program.  So,  in  terms  of  projections, 
there's  no  data  available  for  us  to  base  a  different  subsidy  rate  on. 
Moreover,  a  separate  subsidy  rate  means  the  program  would  have 
to  either  be  available  in  certain  parts  of  the  country  or  only  for  a 
certain  portion  of  the  year.  We  are  seeing  the  latter  in  our  overall 
7(a)  program,  and  this  would  compound  that  problem. 

As  you  can  see,  they  are  performing  a  little  bit  better  than  the 
other  loans  of  the  same  size  or  the  overall  portfolio  for  the  same 
period  of  time.  The  difference  is  that  the  LowDoc  loans  have  a 
shorter  maturity.  They  are  seasoned  —  that  is  what  they  call  it  — 
seasoned  —  a  matured  loan  at  an  earlier  stage. 

Now,  we  are  still  not  to  that  point.  It  will  be  about  21  months. 
But  pretty  soon,  we  should  be  to  the  point  where  we  are  seeing 
some 

Chairman  ToRKiLDSEN.  I  understand  that,  obviously,  you  should 
be  able  to  learn  much  more  as  the  program  matures.  Was  there 
any  study  about  second-year  and  third-year  defaults  under  the  7(a) 
Program  for  loans  under  $100,000  that  might  have  given  you  some 
predictability  of  how  the  LowDoc  Program  will  proceed?  Was  there 
any  study  done  in  that  area  at  all? 

Mr.  Cox.  One  of  the  things  we  did  was  send  teams  out,  teams 
of  loan  officers,  to  look  at  the  loans  made  by  the  banks,  the  lenders 
and  to  look  at  their  documentation.  The  bottom  line  in  the  evalua- 
tion of  a  loan  like  this  is  whether  you  would  have  approved  it  had 


the  documentation  come  into  your  oflfice.  Less  than  2  percent  of  all 
the  loans  we  looked  at,  the  answer  would  have  been  no. 

Based  on  the  reviews,  we  believe  that  we  have  a  program  that 
many  of  the  loan  officers  are  saying  that  these  are  loans  they 
would  have  approved  anyway. 

Chairman  TORKILDSEN.  Has  there  been  any  attempt  to  analyze 
the  actual  loans  made  under  the  7(a)  Program?  So,  instead  of  just 
doing  a  survey  of  a  representative  sample,  has  the  SBA  actually 
tracked  all  the  loans  made  in  the  past  so  that  they  know,  not  only 
what  the  overall  default  rate  is,  but  what  it  is  based  on  how  ever 
many  years  old  the  loan  is  and  what  the  size  of  the  loan  is. 

Mr.  Cox.  Yes.  Quite  frankly,  LowDoc  loans  made  by  the  lender 
in  December  1993  will  not  be  seasoned  until  this  coming  August. 
However,  everything  we  have  looked  at  so  far  would  not  lead  us  to 
a  concern  on  quality 

Ms.  Forbes.  I  think  you're  talking  about  the  7(a)  overall,  as  op- 
posed to  just  the  LowDoc  loans. 

Chairman  ToRKiLDSEN.  Right,  because  you  wouldn't  have  a  2  or 
3  year  history  for  LowDoc  yet.  But  does  the  SBA  normally  track 
all  of  your  loans,  not  just  7(a)?. 

Ms.  Forbes.  I'm  going  to  ask  Mike  Hearne  from  our  budget  office 
—  that  is  something  they  would  be  responsible  for  —  to  respond 
to  this. 

Mr.  Hearne.  Thank  you,  Mr.  Chairman.  The  brief  answer  to 
your  question  is  yes.  We  have  studied  the  loan  portfolio.  There  are 
a  couple  of  factors  that  make  it  more  difficult  than  one  might  oth- 
erwise imagine. 

However,  our  preliminary  indications  are  that:  (a)  loans  that  are 
under  $100,000  do  not  perform  any  worse  than  loans  of  any  other 
size.  As  a  matter  of  fact,  they  actually  perform  slightly  better.  One 
hundred  thousand  dollar  loans  have  been  made  in  the  past  and,  as 
the  pie  charts  indicate,  traditionally  are  made  at  a  higher  guaranty 
percentage  than  the  rest  of  the  portfolio;  and  (b),  although  we  have 
not  finished  dissecting  yet,  we  are  analyzing  how  loans  perform 
based  on  their  guarantee  percentage.  We  do  have  preliminary  indi- 
cations that  there  is  not  necessarily  a  linear  scale,  which  says  that 
a  90  or  95  percent  guaranty  loan  performs  in  one  manner  and  a 
50  or  60  percent  guaranty  loan  performs  in  another. 

I  imagine  it  will  be  less  of  a  linear  curve  with  flattening  at  the 
top  and  the  bottom.  Again,  the  short  answer  to  your  question  is: 
There  is  nothing  to  this  point  that  leads  us  to  believe  that  for  a 
loan  made  under  $100,000  with  a  90  percent  guaranty  there  is  a 
significant  departure  from  the  rest  of  the  7(a)  portfolio. 

Chairman  TORKILDSEN.  If  that  is  the  case  then,  why  was  the  90 
percent  guaranty  put  in  place  for  LowDoc  if  there  is  no  difference 
in  repayment  between  the  90  percent  and  a  lower  percentage  guar- 
anty, why  didn't  the  LowDoc  come  with  a  lower  percentage  guar- 
anty to  begin  with? 

Ms.  Forbes.  It  goes  back  to  treating  them  all  the  same.  The 
loans  of  the  same  size  that  are  not  done  through  LowDoc  are  guar- 
anteed at  90  percent.  So,  if  we  were  to  offer  85  percent  guaranty 
for  a  LowDoc  loan  and  a  90  percent  guaranty  for  a  regular  loan 
under  $100,000  if  you're  a  lender,  you  re  going  to  send  it  through 
the  regular  process  because  you  get  a  higher  guaranty. 
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Chairman  TORKILDSEN.  If  that  is  the  case,  then  take  it  back  a 
step  further.  If  there  is  no  difference  in  repayment,  average  repay- 
ment, for  a  loan  under  $100,000  or  over  $100,000,  why,  even  under 
the  7(a)  Program  before  LowDoc  was  created,  was  there  a  need  to 
have  two  different  guaranty  rates  if  the  repayment  averages  to  be 
the  same? 

Mr.  Cox.  Those  rates  are  statutorily  set,  for  one. 

Chairman  Torkildsen.  A  window  of  rates  of  up  to  90  percent  is 
my  understanding. 

Mr.  Cox.  Right.  For  many  years  the  regulators  and  the  agency 
have  tried  to  get  lenders  to  make  smaller  loans.  This  is  not  a  new 
thing.  What  we  are  dealing  with,  of  course,  is  just  a  little  higher 
rate.  I  think  the  SBA  and  the  Congress  agreed  long  ago  that,  that 
that  would  be  the  posture. 

Chairman  TORKILDSEN.  Let's  pursue  that  area  then,  the  ration- 
ale being  that  you  have  a  higher  guaranty  rate  because  lenders  are 
reluctant  to  make  what  would  be  considered  by  them  to  be  a  small- 
er loan.  They  have  that  incentive  in  place.  Then  if  part  of  the  lack 
of  incentive  for  lenders  to  lend  that  amount;  because  it  is  not  as 
profitable  or  because  it  is  more  risky  or  both?  I  mean,  do  you 
know? 

Mr.  Cox.  I  think  it  has  to  do  with  the  capitalization  of  the  banks, 
your  small  banks.  The  higher  the  guaranty,  the  more  they  can  sell 
and  not  risk  the  capital  within  the  bank. 

Ms.  Forbes.  Also,  the  administrative  costs.  The  administrative 
costs  for  a  $1  million  loan  and  that  of  a  $100,000  loan  are  very 
comparable.  So,  they  would  rather  do  bigger  loans. 

Chairman  Torkildsen.  I  had  quite  a  few  questions  in  this  area. 
I  do  not  want  to  use  all  the  time.  However,  at  this  time,  I  would 
like  to  recognize  the  ranking  member  of  the  subcommittee,  Mr. 
Poshard,  both  if  he  has  an  opening  statement  he  would  like  to 
make,  as  well  as  any  questions  he  may  have. 

Mr.  Poshard.  Mr.  Chairman,  thank  you.  Let  me,  just  for  the 
record,  state  something  first  of  all. 

I  apologize  for  getting  here  late.  Governor  Edgar  from  Illinois  is 
out  here  and  our  delegation  just  concluded  a  meeting  with  him 
about  2:30  or  so.  But  I  understand  that  before  I  arrived,  there  was 
a  motion  made  and  voted  upon  to  subpoena  Ms.  Rivlin,  the  Director 
of  Office  of  Management  and  Budget  for  the  President.  That,  pre- 
vious to  that,  apparently  the  subcommittee  had  submitted  a  list  of 
questions  to  Ms.  Rivlin  for  which  you  need  or  someone  needed  in- 
formation. 

I  would  have  been  happy,  and  I  think  it  would  have  been  in  the 
best  interest  of  the  subcommittee,  to  join  you  in  a  bipartisan  effort 
to  get  information  fi-om  Ms.  Rivlin  or  from  the  administration  in 
obtaining  answers  to  our  questions. 

I  regret  that  whatever  information  you  received  wasn't  sufficient 
for  you.  But  I  have  to  take  exception  to  the  vote  to  subpoena  Ms. 
Rivlin.  I  would  like  to  go  on  record  in  objection  to  that. 

I  do  not  know  that  it  is  in  the  tradition  of  that  office  to  be  sub- 
poenaed to  come  up  here  personally.  I  am  not  aware  if  it  is,  but 
I  would  be  happy  to  join  you  in  trying  to  access  whatever  informa- 
tion you  need,  in  short  of  a  subpoena  to  require  that  to  occur  here. 
So,  I  have  to  go  on  record  as  opposed  to  that  subpoena  motion. 
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Let  me  do  this,  because  I  have  to  get  back  to  that  meeting,  if  I 
may.  I  would  like  to  submit  an  opening  statement  for  the  record. 
I  do  have  several  questions  of  the  folks  here  from  the  Small  Busi- 
ness Administration  I  would  like  to  submit  in  writing.  Ask  for  your 
response  to  that  in  as  expeditious  a  fashion  as  possible. 

I  think  that  is  all  I  have  at  the  moment,  Mr.  Chairman. 

Chairman  TORKILDSEN.  Thank  you.  Without  objection,  his  open- 
ing statement  will  be  included  in  the  record. 

I  want  to  state  that  the  subpoena  was  for  Ms.  Rivlin  or  her  des- 
ignee. Obviously  understanding  the  time  constraints,  we  do  not  ex- 
pect the  head  of  every  department  or  agency  to  be  able  to  testify 
before  this  subcommittee.  However,  it  is  my  expectation  that  a  des- 
ignee can  be  called  to  appear.  All  departments  have  to  live  within 
certain  budget  estimates.  The  way  every  administration  has  done 
it  is  through  the  Office  of  Management  and  Budget.  The  only  way 
the  subcommittee  will  learn  of  how  those  estimates  were  arrived  at 
is,  not  only  to  have  the  members  of  the  agency,  in  this  case,  the 
SBA,  but  someone  from  0MB  who  is  also  involved  in  the  process. 
So,  that  was  the  rationale  for  it. 

I  do  appreciate  the  gentleman's  offer  to  see  if  0MB  can  volun- 
tarily provide  whatever  information  we  need,  and  certainly  accept 
his  offer  in  a  spirit  of  bipartisan  support. 

Mr.  PosHARD.  Thank  you,  Mr.  Chairman. 

Chairman  TORKILDSEN.  Thank  you. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Mr.  LaTourette,  did  you  have  any  ques- 
tions? 

Mr.  LaTourette.  Thank  you,  Mr.  Chairman.  I  just  have  one 
question.  I  appreciate  the  yielded  time.  In  checking  with  the  Ad- 
ministrator of  the  SBA  in  our  area,  I  am  from  Cleveland,  Ohio,  he 
reports  that  he  went  out  to  a  garage  sale  and  bought  a  fax  machine 
for  $300  bucks  and  installed  it  in  his  office  and  permits  small  busi- 
ness men  and  women  to  fax  in  a  simple  application  to  his  office. 
There  is  an  approximate  48  hour  turn-around  time  on  the  receipt 
of  the  applications  and  notification  of  the  declination  or  approval 
or  tentative  approval  of  the  loan. 

You  mentioned  in  your  testimony  that  you  had  had  some  targets 
for,  not  only  simplification,  which  obviously  the  form  gives  you,  but 
also  quick  turn-around  time  of  the  loan. 

My  question  is:  Is  Mr.  Goldberg's  experience  in  Northeastern 
Ohio  unique  or  are  you  getting  those  projections  across  the  country. 

Ms.  Forbes.  I'm  happy  to  say  that  his  experience  is  not  unique, 
but  it  is  a  little  bit  faster  than  average  —  I  think  a  3-day  turn- 
around, is  common.  But  2  days  is  certainly  wonderful. 

Some  offices  have  trouble  getting  the  short  turnaround.  Some- 
times it  is  because  the  lenders  are  not  filling  out  the  loan  applica- 
tions, their  part  of  it,  correctly.  So  sometimes  it  takes  a  little  longer 
than  the  desirable  2  or  3  days.  One  of  the  advantages  of  centraliz- 
ing the  processing  will  be  that  lenders  can  fax  LowDoc  applications 
into  one  place  where  people  are  used  to  working  on  this  kind  of 
loan  and  are  able  to  turn  it  around  very  quickly. 

Mr.  LaTourette.  Just  as  a  follow  up,  I  followed  the  question  on 
default  rates  between  the  LowDoc  and  other  7(a)  loans  that  are  of 
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comparable  size,  and  understanding  there  was  also  a  pilot  program 
that  has  now  gone  full  scale  and  is  going  to  grow  in  size. 

Not  being  an  expert,  "seasoned"  to  me,  means  something  to  do 
with  meat  in  my  oven  and  not  necessarily  a  loan. 

When  would  you,  from  your  standpoint,  from  your  agency's 
standpoint,  have  a  decent  track  record  or  seasoning  record,  or 
whatever  type  of  record  it  is,  to  adequately  compare  apples  to  ap- 
ples in  terms  of  default  rates  with  LowDoc  loans  versus  all  others, 
or  do  you  feel  you  are  there  already? 

Ms.  Forbes.  No,  we  are  not  there  yet.  The  average  maturity  for 
a  LowDoc  loan  is  84  months.  Therefore,  the  average  period  for  sea- 
soning is  21  months  —  a  quarter  of  the  maturity.  So,  recognizing 
that  LowDow  was  piloted  beginning  in  December  1993  and  really 
didn't  get  up  and  running  across  the  country  until  last  June,  we 
will  have  some  indication  21  months  from  December  1993.  But  we 
will  have  a  better  indication  as  we  get  closer  to  21  months  from 
June  1994. 

Mr.  LaTourette.  So,  21  m.onths  from  June  1994,  we  should  be 
able  to  compare  apples  to  apples? 

Ms.  Forbes.  That's  correct. 

Mr.  LaTourette.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Torkildsen.  To  go  back  to  the  line  of  questioning  I 
was  pursuing  before,  and  forgive  me 

Ms.  Forbes.  Mike  Heame. 

Chairman  ToRKiLDSEN.  Mr.  Heame,  your  statement  about  study- 
ing past  practices,  about  the  amount  of  the  guaranty  not  affecting 
the  loan  repayment  rate.  Do  you  have  a  specific  breakdown  of  the 
7(a)  Program  for  loan  repayment  in  the  second  or  third  year  of  re- 
payment, and  ideally  below  $100,000  and  over  $100,000?  For  you 
to  make  that  statement,  I  would  guess  that  you  have  already 
looked  at  that  information. 

Mr.  Hearne.  Yes,  I  have.  Yes,  we  do  have  specific  information 
relating  to  that.  However,  there  are  complications  in  the  process. 
As  you  know,  we  are  trying  to  track  these  by  cohort  levels.  Prior 
to  credit  reform,  our  accounting  system  was  not  set  up  to  track 
loans  in  that  manner. 

So,  we  are  still  unwinding  that,  and  putting  it  into  a  database, 
which  we  can  then  feed  into  our  calculation.  However,  we  are  at 
the  point  now  where  we  can  dissect  a  portion  of  this  portfolio  and 
see  how  different  sectors  of  it  compare  with  others.  We  can  break 
that  up  in  a  variety  of  manners,  loan  size,  guaranty  percent  sectors 
of  the  country,  business  types,  so  on. 

Chairman  Torkildsen.  It  is  my  understanding,  though,  that  at 
the  time  this  program  was  developed,  that  the  SBA  specifically  had 
wanted  estimates  from  0MB  to  come  of  the  entire  7(a)  Program 
and  not  break  it  down. 

Yet,  if  that  information  that  you  have  seen  was  there,  wouldn't 
that  have  been  a  more  logical  way  to  assess  possible  losses  to  these 
different  programs? 

Mr.  Hearne.  Not  necessarily.  As  I  mentioned,  we  can  break  this 
portfolio  up  into  a  variety  of  subsectors.  It  is  our  belief  and  I  think 
we  and  0MB  concur  that  there  are  not  any  particular  sectors  that 
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are  so  notably  different  than  others,  that  would  lead  us  to  further 
break  the  7(a)  cohort  into  further  risk  categories. 

Again,  we  are  monitoring  this  as  it  goes  along.  LowDoc  may  or 
may  not  be  different.  My  personal  belief  is  that  it  would  not.  But 
in  order  to  break  the  7(a)  loans  down  into  risk  categories,  there 
needs  to  be  significant  differences  and  several  factors  that  would 
lead  us  to  separate  subsidy  rates. 

Again,  possibly  we  could.  But  I  am  not  sure  what  could  be  gained 
from  that  added  accounting  work. 

Chairman  Torkildsen.  The  reason  that  I  asked  is  that,  again, 
in  a  previous  hearing,  a  witness  —  we  will  have  to  check  to  see 
who  it  was  —  did  testify  to  the  fact  that  normally  you  would  see 
fewer  default  on  loans  in  the  first  year  of  all  sizes. 

In  subsequent  years,  you  see  more.  It  is  just  the  normal  history. 
My  concern  is,  ii  that  longer  history  under  all  loans  normally  — 
not  just  SBA,  but  all  loans,  you  see  more  defaults  in  the  second 
and  third  year,  then  why  was  not  that  plotted  against  the  LowDoc 
Program,  given  that  it  is  new,  why  was  that  not  plotted? 

Second,  as  part  of  the  decision  to  expand  it  on  a  sixfold  level,  as 
it  went  from  a  pilot  program  to  a  nationwide  program,  I  mean,  if 
there  is  just  a  tendency  to  have  a  higher  default  rate  the  older  a 
loan  gets,  I  would  think  it  would  have  been  prudent  to  measure 
that  before  a  decision  was  made  to  go  with  LowDoc  in  a  nationwide 
program. 

Mr.  Cox.  The  3  to  5  year  figure  comes  from  the  history  of  long 
term  loans.  You  have  to  wait  until  3V2  years  to  determine  whether 
it's  seasoned  or  not.  So,  it  really  depends  on  the  maturity  that 
you're  talking  about.  That  is  why  we  are  looking  at  LowDoc  loans 
after  21  months  seasoned.  Whereas,  for  the  longer  term,  you  have 
to  wait  longer  for  seasoning. 

Chairman  Torkildsen.  What  is  the  average  repayment  period 
for  a  LowDoc  loan  right  now,  how  many  months? 

Mr.  Cox.  Eighty-four  months. 

Chairman  Torkildsen.  Eighty -four  months? 

Mr.  Cox.  Right. 

Chairman  Torkildsen.  So,  there  is  a  substantial  length  of  time 
involved  there. 

Mr.  Cox.  There's  a  great  difference  between  the  LowDoc  matu- 
rity and  the  3  to  5  year  maturity  for  the  nonLowDow  7(a)  loans, 
of  course.  That's  why  we  said  we  would  take  25  percent  of  the  ma- 
turity time  as  the  benchmark  for  a  seasoned  loan.  That's  how  we 
get  to  the  21  months. 

Chairman  Torkildsen.  For  comparison  purposes,  what  is  the  av- 
erage lender  repayment  for  a  7(a)  loan? 

Mr.  Cox.  Twelve  to  13  years. 

Chairman  Torkildsen.  Twelve  to  13  years.  So,  120,  130  months. 

Mr.  Cox.  Right. 

Mr.  Hearne.  Mr.  Chairman,  if  I  could  add,  LowDoc  is  a  7(a) 
loan.  As  such,  we  still  are  tracking  that  curve  that  you  were  speak- 
ing of  earlier.  We  are  tracking  that,  along  with  every  other  7(a) 
loan.  We  have  the  capability  to  dissect  that  and  see  how  they  com- 
pare. We  will  continue  to  do  so,  and  if  we  find  that  there  is  devi- 
ation from  our  forecast,  we  will  make  adjustments  accordingly. 
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Mr.  Cox.  I  think  one  practical  point  should  be  brought  out.  If  you 
set  cohorts  by  LowDoc  loans  and  apply  your  appropriations  in  that 
manner,  what  happens  when  the  money  in  that  cohort  turns  out? 
If  you  are  a  marginal  credit  and  you  want  $200,000,  we  could  fund 
you  today,  but  if  vou  have  good  credit  but  only  need  $100,000,  we 
would  not  have  the  funds.  I  think  that  the  practical  applications 
ought  to  be  looked  at  rather  than  a  textbook  approach. 

Chairman  Torkildsen.  Yeah,  as  they  would  be  for  if  someone  is 
looking  for  a  loan  that  is  slightly  more  than  $100,000,  will  they  go 
througn  the  cost  of  the  higher  loan  rate  program  or  will  they  decide 
they  can  live  with  the  $98,000  and  the  smaller  paperwork  require- 
ments. 

It  would  appear  that  what  I  am  hearing  from  all  of  you  is  that, 
the  basic  information  is  out  there  and  I  am  just  not  sure  I  under- 
stand why  it  was  not  factored  into  an  independent  analysis  both, 
in  determining,  number  one,  what  the  guaranty  rate  snould  be, 
granted  the  losses  can  be  up  to  90  percent,  and  number  two,  trying 
to  calculate  what  the  net  subsidy  would  be. 

It  sounds  like  the  information  is  being  tracked  right  now,  from 
what  Mr.  Hearne  has  testified.  My  concern  is  that,  while  lumping 
everything  under  the  7(a)  umbrella,  granted  they  are  all  7(a)  loans, 
they  are  not  tracking  them  individually.  Then,  still  making  the  de- 
cision to  go  from  a  pilot  program  of  fewer  than  6,000  loans  to  a  na- 
tionwide program  which  expects  36,000  this  year,  I  assume  sub- 
stantially more  next  year. 

Ms.  Forbes.  No,  that's  not  correct.  The  restrictions  that  we  have 
put  on  the  program  have  not  affected  the  LowDoc  end  of  it.  They 
have  affected  loans  over  $500,000  and  debt  refinancing  is  re- 
stricted. LowDoc  is  less  than  25  percent  of  the  total  loan  dollar 
amount.  The  number  of  loans  has  gone  up.  I  mean,  obviously,  it 
has  gone  up  quite  high  and  these  numbers  show  it.  That  is  about 
what  you  can  expect  with  a  new  program,  but  it  is  sort  of  leveling 
off. 

Chairman  Torkildsen.  So,  you  expect  the  maximum  we  will  be 
doing  will  be  36,000  loans 

Ms.  Forbes.  Yes,  36,000. 

Chairman  Torkildsen  [continuing],  in  the  future.  So,  we  are 
having  this  rapid  expansion  but  you  do  not  expect  it  to  expand  to 
that. 

Ms.  Forbes.  It's  sort  of  a  long  shot. 

Chairman  Torkildsen.  Still,  the  gist  of  my  question  is  about 
why  this  information,  which  appears  to  be  corrected  now,  was  not 
used  in  making  that  determination  beforehand.  If  the  numbers  are 
close  in  terms  of  repayment  rate  and  the  like,  if  this  90  percent 
guaranty  has  not  caused  lenders  to  make  loans  which  they  would 
not  under  a  70  or  75  percent  guaranty,  then  it  would  appear  from 
the  testimony  here  today  that  that  information  was  available  and 
could  have  been  factored  into  that  decision  and  could  have  been 
made  available  to  this  subcommittee. 

Mr.  Hearne.  Yes,  Mr.  Chairman,  you  are  correct  in  saying  that 
the  information  was  available  when  we  were  beginning  the  pro- 
gram, and  in  fact  it  was  factored  into  the  subsidy  rate.  We  did  not 
perform  a  separate  subsidy  calculation  and  make  a  separate  risk 
category  of  this  program. 
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But  it  is  important  to  keep  in  mind  that,  although  we  are  not 
talking  about  large  volume  in  number  of  loans,  we  are  still  only 
talking  about  less  than  20  percent  of  the  portfolio  in  dollars.  So, 
when  we  made  our  initial  calculations  on  what  this  overall  7(a) 
subsidy  rate  would  be,  we  calculated  a  figure  in  there  that  would 
slightly  raise  the  overall  guaranty  percentage  for  this  whole  pro- 
gram. That  has  a  small  impact  on  the  subsidy  rate.  Again,  we 
could  conceivably  split  this  out  and  make  a  separate  assumption. 
But  there  are  no  indications  that  lead  us  to  believe  that  this  pro- 
gram is  significantly  different  than  brother  and  sister  loans  in  VCa). 

Chairman  Torkildsen.  So  that,  at  least  from  our  perspective,  it 
wasn't  really  netting  us  anything.  Subsidy  rate  of  2.74  currently  for 
the  7(a)  Program,  said  you  factored  in  a  slight  increase  of  that? 

Mr.  Hearne.  That's  correct. 

Chairman  Torkildsen.  Could  you  give  us  an  idea  of  how  much 
a  slight  increase  is? 

Mr.  Hearne  The  total  that  we  went  from  was  70  —  I  would  be 
guessing  —  but  it  was  around  75,  and  it  increased  to  a  little  over 
77  percent. 

Ms.  Forbes.  Guaranty. 

Mr.  Hearne  A  guaranty  percentage  of  the  whole  portfolio. 

Chairman  Torkildsen.  I'm  not  sure  I  understand  that.  Could 
you  explain? 

Mr.  Hearne.  In  other  words,  at  the  beginning  of  the  year,  prior 
to  the  institution  of  LowDoc  Program,  we  would  estimate  that  all 
the  loans  taken  together,  the  average,  weighted  average  guaranty 
percent  would  be  around  75.  Including  LowDoc  in  here,  we  figure 
on  moving  that  up  to  about  77  and  a  half  or  thereabouts. 

Chairman  Torkildsen.  What  about  the  subsidy  rate,  how  did 
that  change? 

Ms.  Forbes.  That  factored  in  the  subsidy  rate  calculation. 

Mr.  Hearne.  There  are  a  variety  of  other  things.  Our  subsidy 
rate,  in  effect,  moved  from  2.15  to  2.74  fi-om  1993  to  1994.  That 
was  not  singularly  because  of  LowDoc,  but  it  was  a  factor. 

Chairman  Torkildsen.  I  am  going  to  want  to  pursue  that  in  a 
moment.  But  respecting  the  time  limit,  I  would  like  to  recognize 
the  gentleman  from  Maryland,  Mr.  Mfume,  for  any  comments  or 
questions  he  may. 

Mr.  Mfume.  Mr.  Chairman,  first  of  all,  let  me  apologize  for  hav- 
ing to  come  in  and  shortly  turn  around  and  leave.  The  Banking 
Committee  is  marking  up  major  banking  legislation.  Part  of  the 
problem  in  the  absence  of  proxy  voting  is  trying  to  be  two  places 
at  the  same  time. 

I  have  an  interest  in  this  program.  I  commend  you  for  holding 
this  hearing.  It  is  extremely  important  to  some  of  us  in  a  very  pa- 
rochial level,  outside  of  our  belief  in  the  program,  it  happens  to  be 
taking  place  and  operating  in  the  city  of  Baltimore  quite  well. 

As  you  know,  nearly  300  LowDoc  loans  have  been  approved  in 
the  last  9  months  in  Baltimore  alone.  All  of  those  totaling  come  up 
to  about  $16  million.  Perhaps  the  most  impressive  figure,  however, 
is  the  fact  that  currently  the  average  turn-around  for  the  loan  oper- 
ating out  of  the  Baltimore  processing  situation  or  arrangement,  I 
should  say,  is  24  hours,  which  is  remarkable. 
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I  have  heard  over  the  last  year  from  a  number  of  banks  and 
small  businesses  throughout  the  Greater  Baltimore  area  with  re- 
spect to  the  LowDoc  Program  and  in  terms  particularly  of  their 
support.  Despite  the  fact  that  there  may  be  some  kinks  that  are 
inherent  with  any  new  program,  as  far  as  Baltimore  is  concerned, 
it  has  been  a  success,  to  say  the  least. 

I  have  a  formal  statement.  I  would  ask  you  now  to  consent  to  it 
being  entered  into  the  record,  Mr.  Chairman.  I  would  only  raise 
two  points  before  yielding  my  time.  They  may  have  been  answered 
earlier.  That  is,  number  one,  what  if  anything  is  the  SBA  doing  to 
mitigate  the  anticipated  slow-down.  We  are  not  talking  about  once, 
but  we  are  still  talking  about  a  difference  here  of  some  time.  What 
should  I  be  telling  my  banks  and  small  businesses  in  Baltimore 
who  obviously  don't  want  to  see  this  program  relocated? 

Ms.  Forbes.  I  assume  you  mean  by  slow-down,  that  we  possibly 
could  be  running  out  of  money  for  this  program? 

Mr.  Mfume.  That,  and  the  fact  that,  as  I  indicated  before,  you 
are  not  going  to  have  the  same  speedy  turn-around  time.  Let  me 
just  say  that  it  does  not  appear  that  you  will  have  the  same 
speedy,  overnight,  turn-around  time. 

Ms.  Forbes.  OK,  on  the  centralization.  It's  hard  to  beat  24 
hours,  but  in  most  cases,  it  will  be  the  same  or  faster  turnaround 
time  than  what  the  lenders  are  getting  now.  There  are  over  60 
processing  locations  right  now.  Instead  it  will  be  centralized  in 
three  to  four  places.  The  way  it  would  work  is  you  would  fax  in 
your  forms,  a  loan  officer  would  process  it.  Then  the  answer  would 
be  faxed  back.  So  there  is  no  reason  not  to  do  this  —  I  mean,  it 
is  not  like  you  are  personally  visiting  the  place.  But  we  are  hoping 
and  we  certainly  anticipate  that  it  will  be  a  quick  turn-around 
time,  that  service  should  not  suffer. 

In  terms  of 

Mr.  Mfume.  Slow-down  in  terms  of  money. 

Ms.  Forbes.  As  you  remember  I'm  sure,  we  put  two  restrictions 
on  the  program  right  now  to  try  to  stretch  the  money  to  last 
throughout  the  year.  We  are  still  having  demand  of  higher  than 
the  funds  available  if  we  are  going  to  make  it  to  September  30. 

In  the  spring,  typically,  we  have  an  increase  in  demand  for  the 
SBA  loans.  That  is  still  the  case  although  our  actual  numbers  are 
a  little  bit  down  because  we  put  on  the  two  restrictions,  the 
$500,000  cap  and  the  restriction  on  refinancing. 

So  what  we  are  hoping  is  that  Mrs.  Meyer's  legislation  and  the 
Senate's  legislation  will  be  enacted  before  or  in  August  so  that  it 
can  be  effected  while  there  is  still  money  to  apply  a  lower  subsidy. 

Mr.  Mfume.  If  it  is  not,  have  you  figured  out  how  you  are  going 
to  get  to  September  30,  or  notifying,  as  a  courtesy,  individuals  that 
they  should  be  appl3dng  now? 

Ms.  Forbes.  No,  we  haven't  notified  —  As  far  as  getting  to  Sep- 
tember 30th,  we  don't  have  very  many  other  options.  I  mean,  we 
have  done  just  about  everything  we  can  do  administratively. 

The  only  other  options  are  that  we  can  eliminate  real  estate  fi- 
nancing or  we  can  lower  the  cap  again.  As  we  get  closer  to  the 
time,  we  will  see  how  the  legislation  is  prog^-essing  and  hopefully 
it  will  be  enacted  in  time  to  apply  to  whatever  appropriation  is  left. 
If  not,  we  will  have  to  take  appropriate  action. 
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Mr.  Mkume.  Mr.  Chairman,  I  understand  there  was  a  vote  on  a 
subpoena.  If  you  could  advise  me. 

Chairman  TORKILDSEN.  Yes.  At  the  beginning  of  the  session, 
there  was  a  vote,  a  motion  by  Mr.  Hefley  to  subpoena  Ms.  Ahce 
RivHn  or  her  designee  to  have  someone  from  the  Office  of  Manage- 
ment and  Budget  here  to  testify  on  how  the  budget  estimates  with 
the  subsidy  necessary  for  the  7(a)  Program,  including  the  LowDoc 
Program,  were  arrived  at.  The  Director  of  0MB  chose  to  respond 
in  writing  and  not  send  a  designee.  She  actually  had  a  designee  re- 
spond to  us.  The  subcommittee  did  vote 

Mr.  Mfume.  Motion  carried? 

Chairman  Torkildsen.  Motion  carried,  quorum  was  present. 

Mr.  Mfume.  Thank  you. 

Chairman  Torkildsen.  Also,  without  objection  his  statement  will 
appear  in  the  record  as  requested. 

[Mr.  Mfume's  statement  may  be  found  in  the  appendix.] 

Mr.  Torkildsen.  Do  you  have  any  further  questions? 

Mr.  Mfume.  No. 

Chairman  Torkildsen.  To  go  back  to  the  part  we  were  at  pre- 
viously about  the  overall  subsidy  rate,  2.15  in  1993  to  2.74  cur- 
rently. That's  a  substantial  increase.  I  think  anyone  would  agree 
that  is  a  significant  increase. 

You  were  in  the  process  of  saying  that  the  increase  was  not  en- 
tirely due  to  the  LowDoc  Program.  Could  you  let  us  know  the  fac- 
tors that  did  contribute  to  that  large  increase? 

Mr.  Hearne.  Yes,  sir.  The  majority  of  that  was  due  to  a 
reestimation  of  the  income  that  we  would  receive  as  a  result  of  the 
new  fee  that  we  put  on  the  secondary  market  in  the  summer  of 
1993.  In  effect,  what  happened  is  the  market  adjusted  to  what  was 
a  fairly  large  fee.  Within  about  6  months,  the  revenue  from  that 
cash  flow  stream  dried  up. 

So  after  watching  that,  we  made  a  reestimate,  figuring  on  what 
we  would  actually  be  garnering.  That,  of  course,  resulted  in  a  high- 
er subsidy  rate. 

Chairman  TORKILDSEN. Do  you  have  any  breakdown  of  how  much 
was  due  to  that  re-estimation  of  excess  fees  and  how  much  was  due 
to  LowDoc  and  how  much  would  have  been  due  to  any  other  factor 
involved? 

Mr.  Hearne.  I  would  be  happy  to  provide  that  for  the  record.  I 
could  not  do  it  off  the  top  of  my  head. 

Chairman  Torkildsen.  It  is  important  that  that  be  provided. 
That,  I  guess,  underscores  the  whole  purpose  of  this  hearing  is  in- 
formation that,  again,  appears  to  have  been  available.  If  it  was 
used  to  make  these  determinations,  we  are  still  having  trouble  in 
seeing  that  correlation  there. 

The  measure  beyond  that,  and  I  suppose  it  is  factored  into  that 
for  actual  losses.  Do  you  have  any  breakdown  on  how  actual  losses 
from  defaults  contribute  to  that,  any  percentage  breakdown? 

Mr.  Hearne.  I'm  not  sure  I  follow  exactly  what  you  are  looking 
for. 

Chairman  Torkildsen.  In  other  words,  in  increasing  the  subsidy 
rate,  was  there  —  I  mean,  do  you  break  it  down  to  when  a  loan 
defaults,  obviously  a  loan  defaults  in  the  eighth  year  does  not  lose 
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as  much  money  for  the  taxpayers  as  a  loan  that  defaults  in  the 
third  year.  Do  you  have  any  breakdown  in  that  area? 

Mr.  Hearne.  Yes,  absolutely.  The  subsidy  model  itself  has  a  vari- 
ety of  cash  flows,  including  primarily  the  default  or  what  should 
probably  be  called  repurchases,  and  then  the  recoveries  from  those 
repurchases.  Those  are  our  main  cash  flow  streams.  Of  course,  we 
have  income  from  fees  and  other  activities  that  transpire  during 
the  life  of  the  portfolio. 

I  do  not  have  a  breakdown  with  me  of  the  sensitivity  of  the 
model  to  each  of  these  streams.  I  can  say,  just  offhand,  that 
repurchases,  obviously,  are  the  primary  element  in  the  calculation. 
Of  course,  the  timing  of  the  repurchases  is  important. 

We  have  not,  however,  made  a  correlation  between  size  and 
guaranty  percentage  of  loans  and  their  default  characteristics,  i.e. 
their  repurchase  and  recovery  rates.  Again,  we  are  working  to  try 
to  decipher  how  exactly  that  relationship  works.  But  it  is  not  as 
easily  done  as  said.  I  don't  know  if  you 

Ms.  Forbes.  It  is  one  rate  that  is  used  for  the  7(a).  It  is  one  re- 
covery rate  and  one  repurchase  rate.  It  is  not  separated  out  into 
all  of  these  —  as  the  chart  indicates  different  subcategories  of  7(a). 

Chairman  ToRKiLDSEN.  Do  you  know  the  numbers  for  the  overall 
program? 

Ms.  Forbes.  I  do  not  know  them  off  the  top  of  my  head.  I  would 
be  happy  to  provide  them. 

Mr.  TORKILDSEN.  Thank  you. 

Mr.  Hearne.  Now,  when  you  say  overall  numbers,  did  you  want 
to  know,  for  instance,  the  overall  repurchase  rate  for  7(a),  overall 
recovery  rate  or  the  projected  repurchase  and  recovery  rate? 

Chairman  Torkildsen.  That  would  be  helpful,  without  having 
them  broken  down  under  the  different  loans  under  the  umbrella  of 
7(a),  it  certainly  would  be  helpful  to  have  them  for  the  entire  7(a). 

Mr.  Hearne.  I  can  provide  that  for  you  now. 

Chairman  TORKILDSEN.  Thank  you. 

Mr.  Hearne.  Our  projected  repurchase  rate  for  7(a)  is  17.25  per- 
cent. Projected  recovery  rate  is  62  percent.  Then  there  are  a  variety 
of  smaller  cash  flow  streams  which  I  will  provide  for  the  record. 
There  is  also  the  fee  income  that  we  have  which,  again  for  current 
services  fiscal  year  1996  is  projected  to  be  1.85  percent.  The  reason 
it  is  not  two  is  because  we  currently  have  a  fee  split  for  similar 
loans. 

Chairman  Torkildsen.  Those  are  calculated  on  the  value  of  the 
loans? 

Mr.  Hearne.  The  guaranty. 

Mr.  Torkildsen.  The  value  of  the  guaranty. 

Mr.  Hearne.  Correct.  Then  there  are  two  other  fees  in  the  sec- 
ond market,  premium  fee  and  then  the  ongoing  secondary  market 
fee  of  40  based  on  points  of  annual  outstanding  principle  of  loans 
sold  in  the  secondary  markets. 

Chairman  Torkildsen.  I  think  that  is  about  as  far  as  we  can  go 
with  the  information  we  have  today.  We  would  like  to  ask  that  you 
be  available  to  respond  to  any  questions  that  any  member  of  the 
subcommittee  may  have  concerning  this. 
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It  is  my  understanding,  too,  that  they  will  not  be  able  to  stay  for 
the  remaining  part  of  the  hearing.  We  have  a  second  panel  of  wit- 
nesses. 

It  is  the  Chair's  intention  to  recess  this  hearing  to  a  later  date; 
at  which  time,  I  hope  we  will  have  all  the  information  we  need  to 
conclude  our  study  into  the  LowDoc  Program. 

I  thank  each  of  you  for  your  testimony  today  and  look  forward 
to  continuing  the  discussion  about  this  program.  Thank  you. 

Chairman  TORKILDSEN.  I  would  like  to  thank  our  second  panel 
of  witnesses  for  appearing  here  today.  Our  first  witness  will  be  Mr. 
Tony  Wilkinson.  It  looks  like  we  will  have  time  for  introductions 
here.  Mr.  Wilkinson  is  the  President  of  the  National  Association  of 
Government  Guaranteed  Lenders.  He  will  share  his  comments, 
concerns  and  recommendations  for  the  LowDoc  Program. 

Accompanying  Mr.  Wilkinson  today  is  Mr.  Deryl  Schuster  who  is 
president  of  the  Central  Division  of  Emergent  Business  Capital  and 
vice  chairman  of  Government  Relations  for  the  National  Associa- 
tion of  Government  Guaranteed  Lenders. 

Mr.  Schuster  will  not  make  an  opening  statement,  but  is  here  to 
assist  Mr.  Wilkinson  and  answer  questions. 

Our  last  panelist  is  Mr.  Blain  Marchand,  who  is  vice  president/ 
SEA  loan  specialist  with  Flagship  Bank  in  Worcester,  Massachu- 
setts. He  will  discuss  his  experience  with  the  loans  from  a  banking 
perspective. 

I  would  ask  Mr.  Wilkinson  to  begin  testifying.  In  about  6  min- 
utes, the  Members  here  will  have  to  go  and  vote.  But  we  will  recess 
and  return. 

Mr.  Wilkinson,  your  testimony. 

TESTIMONY  OF  ANTHONY  R.  WILKINSON,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  NATIONAL  ASSOCIATION  OF 
GOVERNMENT  GUARANTEED  LENDERS;  ACCOMPANIED  BY 
DERYL  SCHUSTER,  PRESIDENT,  CENTRAL  DIVISION  OF 
EMERGENT  BUSINESS  CAPITAL,  VICE  CHAIRMAN  OF  GOV- 
ERNMENT RELATIONS,  NATIONAL  ASSOCIATION  OF  GOV- 
ERNMENT GUARANTEED  LENDERS 

Mr.  Wilkinson.  Thank  you,  Mr.  Chairman,  for  allowing  us  to 
participate  today.  I  would  like  to  commend  you  for  your  support 
and  continuing  interest  in  the  SBA  loan  programs. 

As  you  know  the  is  the  largest  source  of  long  term  capital  for 
small  businesses  in  this  country.  In  1994,  banks  made  approxi- 
mately $100  billion  in  loans  to  small  businesses.  Only  16  percent 
or  $16  billion  had  a  maturity  in  excess  of  1  year.  Considering  that 
banks  generate  most  SBA  loans,  you  can  make  an  interesting  com- 
parison of  the  16  billion  in  loans  to  small  businesses  to  the  $10  bil- 
lion in  lending  through  the  7(a)  and  504  Programs.  Clearly,  the 
SBA  is  the  significant  provider  of  long  term  capital  to  this  country's 
small  businesses. 

Over  the  last  several  years,  more  and  more  small  businesses 
have  turned  to  the  SBA  to  help  solve  their  long-term  credit  needs. 
The  number  of  loans  approved  this  year  will  hit  a  record  high.  That 
adequate  loan  funds  made  available  with  7(a)  Program  could  have 
funded  over  $10  billion  on  long  term  loans  to  small  businesses. 
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As  the  loan  programs  have  been  growing,  staff  resources  have 
continued  to  shrink.  I  cannot  tell  you  the  number  of  SBA  adminis- 
trators that  I  have  heard  the  "We  must  do  more  with  less"  speech. 
We  must  find  ways  to  innovate  and  to  streamline.  The  SBA  must 
develop  procedures  to  place  more  reliance  upon  the  private  sector. 

We  believe  programs  like  LowDoc  fit  into  that  environment. 
These  programs  cannot  be  done  with  a  ready,  shoot,  aim  fashion. 
In  today's  tough  budgetary  environment,  we  cannot  afford  to  have 
a  portfolio  with  a  number  of  problems.  I  am  not  saying  LowDoc  is 
riddled  with  problems.  But  I  am  saying,  when  the  pilot  program 
was  expanded  nationwide,  there  were  not  sufficient  checks  and  bal- 
ances in  place  to  assure  the  product  was  done  so  in  a  quality  fash- 
ion. 

If  LowDoc  or  any  other  SBA  loan  program  is  to  pass  the  test  of 
time,  it  must  be  efficiently  operated  and  effectively  managed.  It  is 
imperative  that  the  SBA's  loan  programs  pass  the  test  of  time  be- 
cause they  are  small  businesses'  primary  source  of  long  term  cap- 
ital. 

Now,  in  defense  of  the  SBA,  if  you  look  at  their  programs  of  the 
1970's  and  compare  it  with  the  SBA  loan  program  of  the  1990's, 
substantial  program  improvements  have  been  made.  The  7(.a)  Pro- 
gram is  described  as  the  flagship  program  of  the  SBA.  It  is  my 
opinion  that  it  is  the  premiere  Federal  credit  program. 

Mr.  Chairman,  we  hope  the  LowDoc  Program  succeeds.  Our 
membership  likes  the  process.  In  that  spirit  and  in  the  spirit  of  co- 
operation NAGGL  has  proposed  several  items  for  program  improve- 
ment. I  will  not  list  those  now.  They  are  detailed  in  my  testimony. 

The  LowDoc  Program  is  clearly  a  priority  for  this  administration. 
During  this  year  in  a  funding  shortfall,  the  administration  has 
opted  to  exclude  larger  loans  from  program  eligibility,  concentrat- 
ing the  limited  loan  funds  in  smaller  credits.  But  one  thing  that 
cannot  be  overlooked  is  the  fact  that  larger  loans  that  have  lower 
default  and  loss  rates  help  to  subsidize  the  smaller  loans. 

For  instance,  from  a  February  1995  report,  SBA  reports  that  for 
fiscal  years  1990  through  1994,  loans  over  $500,000  accounted  for 
40  percent  of  the  loan  dollars  and  only  25  percent  of  the  losses. 

Conversely,  loans  under  500,000  accounted  for  60  percent  of  the 
loan  dollars  and  75  percent  of  the  losses.  We  all  clearly  need  the 
larger  loans  in  the  mix  to  help  keep  the  subsidy  rate  down,  and  to 
be  able  to  offer  a  product  like  LowDoc.  NAGGL  asks  your  support 
and  the  subcommittee's  support  in  quickly  moving  the  7(a)  reform 
legislation  so  that  the  larger  loans  can  be  made  available  again. 

1  want  to  touch  on  a  couple  of  things  that  were  asked  this  morn- 
ing. First  of  all  on  the  subpoena  of  0MB,  we  had  had  a  very  dif- 
ficult time  in  getting  information  from  0MB.  We  found  that  they 
would  routinely  modify  assumptions  used  in  the  model  to  deter- 
mine the  subsidy  rate  for  the  7(a)  Program. 

Many  of  the  changes  made  by  0MB  are  not  based  on  facts,  and 
it  usually  ignores  positive  information  that  may  be  available.  For 
instance,  it  was  noted  that  SBA  is  undertaking  a  review  of  the  7(a) 
portfolio  to  get  better  estimates  of  the  loan  default  and  recovery 
rates. 

It  was  disclosed  that  preliminary  information  indicated  that  the 
default  rate  was  not  as  bad  as  the  number  used  in  the  subsidy 
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model,  but  the  recovery  rate  on  those  defaulted  notes  was  not  as 
good  as  estimated.  0MB  opted  only  to  recognize  the  negative  data 
on  the  recovery  rate. 

After  confrontation,  it  was  noted  that  0MB  had  factored  in  a  90- 
day  point  cushion  with  a  subsidy  rate  proposal  due  to  a  re-estimate 
of  credit  quality.  We  believe  OMB's  numbers  do  need  to  be  checked. 
We  ask  this  subcommittee  to  review  the  assumptions  used  by  0MB 
in  the  subsidy  model  to  ensure  that  they  are  based  on  facts,  and 
that  they  fairly  present  all  information  available,  both  positive  and 
negative. 

A  question  was  raised  by  Mr.  Mfume  about  a  possible  program 
shut-down.  In  talking  with  the  SBA,  it  looks  like  we  are  estimating 
2  to  3  weeks  in  September  that  we  may  be  out  of  money.  If  it  is 
going  to  be  that  sort  of  a  time  period,  rather  than  disrupt  the  mar- 
ket with  further  program  changes,  capping  loan  ceilings  or  elimi- 
nating real  estate  from  participating,  we  would  highly  recommend 
that  we  simply  not  approve  loans  for  2  or  3  weeks,  and  pick  back 
up  once  the  new  year  begins. 

That  will  conclude  my  comments.  I  hope  they  were  short  enough. 

Chairman  TORKILDSEN.  Yes,  and  brevity  is  always  appreciated 
here. 

[Mr.  Wilkinson's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  The  bells  initially  announced  two  votes, 
and  the  second  sign  of  the  bell  indicated  only  one  vote.  The  sub- 
committee will  stand  in  recess  subject  to  the  call  of  the  Chair.  At 
the  moment,  I  expect  that  will  be  about  15  minutes.  As  soon  as  I 
can  return,  the  subcommittee  will  reconvene.  Thank  you. 

[Recess.] 

Chairman  TORKILDSEN.  The  subcommittee  will  reconvene.  The 
next  witness  is  Mr.  Blain  Marchand  from  Worcester,  Massachu- 
setts. 

Mr.  Marchand? 

TESTIMONY  OF  BLAIN  MARCHAND,  VICE  PRESIDENT/SEA 
LOAN  SPECIALIST,  FLAGSHIP  BANK,  WORCESTER,  MASSA- 
CHUSETTS 

Mr.  IVIarchand.  Thank  you,  Mr.  Chairman.  I  would  like  to  thank 
you  for  the  opportunity  to  be  with  you  today  to  talk  about  the  fu- 
ture as  related  to  SBA.  I  have  provided  the  Members  with  written 
testimony  and  I  guess  what  I  would  like  to  do  with  my  allotted 
time  is  touch  upon  a  number  of  specific  items.  I  would  also  like  to 
provide  some  information  on  some  facts  related  to  my  experience 
in  SBA  lending  and  provide  some  information  regarding  our  SBA 
Express  Loan  Center.  We  have  some  suggested  changes  to  the  pro- 
gram and  to  the  agency  and  as  it  relates  to  our  experience  with 
LowDoc. 

Flagship  Bank,  which  is  located  in  Worcester,  Massachusetts  is 
a  small,  community-orientated,  commercial  bank  that  was  founded 
8  years  ago.  Currently  we  have  grown  to  $250  million  in  assets, 
which  is  very  small  by  today's  standards.  Where  possible,  we  have 
outstanding  ratings  from  FDIC  and  from  State  Regulators. 

We  have  received  two  national  banking  awards,  one  for  our  SBA 
Express  Loan  Center  from  the  Bank  Marketing  Association. 
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A  few  years  ago,  we  believe  there  was  a  niche  for  community 
banks  who  were  eager  to  lend  to  small  businesses,  even  promising 
startups.  But  the  key  factor  here  is  risk. 

Smaller  banks  with  limited  capital  need  a  partner  like  SBA.  In 
searching  for  ways  to  reduce  our  risk  when  lending  to  small  compa- 
nies, we  looked  again  at  the  SBA  loan  program,  which  we  felt  was 
basically  a  good  program  with  "bad  packaging."  While  the  guaran- 
teed loan  portion  is  attractive,  we  found  the  SBA  process  frustrat- 
ing for  both  banks  and  businesses,  because  it  was  too  lengthy,  too 
costly  and  too  confusing. 

In  April  of  1993,  we  opened  what  we  believed  was  the  answer  to 
those  problems,  a  faster,  easier  and  quicker  way  to  get  an  SBA 
loan.  We  set  up  a  dedicated  department  and  eliminated  the  appli- 
cation and  processing  fees.  As  an  SBA  preferred  lender,  we  offered 
1-day  approvals,  and  even  went  so  far  as  to  pay  the  2  percent  guar- 
antee fee  due  the  SBA. 

I  do  have  a  short  video,  but  I  think  for  the  sake  of  time,  I  will 
leave  that  with  the  subcommittee  and  have  you  review  that  at  a 
later  date. 

One  key  point  I  want  to  make  is  why  we  pay  the  2  percent  fee 
to  SBA.  Because  we  are  a  community  bank,  we  are  trying  to  create 
long  term  relationships  and  we  are  willing  to  do  certain  things  to 
create  those  relationships.  We  honestly  believe  by  reducing  our 
risk,  we  should  be  willing  to  accept  reduced  return.  That  will  en- 
able us  to  participate  in  more  loans. 

Since  1992,  we  have  written  loans  to  women,  minorities  and  vet- 
erans. As  for  the  LowDoc  Program,  we  have  processed  20  percent 
of  our  loans,  totaling  $1.6  million,  also  to  minorities,  women  and 
veterans.  Our  smallest  loan  was  $9,000  to  a  minority-owned  cloth- 
ing store.  Our  largest  loan,  the  maximum  allowed,  went  to  an  injec- 
tion molding  company.  Other  loans  have  gone  to  hair  salons,  fur- 
niture stores,  art  galleries,  wholesale  lumber  company,  paint 
stores,  book  stores  and  many  have  gone  to  traditional  manufactur- 
ers. 

Before  I  make  some  recommendations  I  would  like  to  make  a 
couple  of  observations.  The  agency's  program  is  extremely  reason- 
able, yet  it  never  has  been  a  rubber  stamp.  There  always  seems  to 
be  a  sense  of  give  and  take. 

From  the  LowDoc  standpoint,  we  believe  as  consolidation  will 
continue,  we  believe  the  banks  will  be  less  willing  to  make  more 
smaller  and  riskier  loans. 

Now,  for  the  recommendations,  we  believe  the  SBA  should  con- 
tinue their  consolidation  and  streamlining  of  the  process  to  reduce 
overhead.  We  believe  there  should  be  a  reduction  in  the  number  of 
programs.  We  believe  it  is  too  confusing  for  both  the  borrowers  and 
the  banks. 

We  think  the  SBA  should  stick  with  the  bread  and  butter  pro- 
gn'ams  of  7(a)  and  the  504,  and  put  more  responsibility  on  the 
banks  to  conform.  A  bank's  loan  loss  experience  and  audit  results 
should  be  tracked  by  the  SBA.  The  bank's  privileges  should  be 
taken  away  if  performance  is  not  up  to  par.  The  more  responsibility 
that  SBA  puts  on  banks,  the  higher  the  quality  of  the  entire  pro- 
gram. 
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Let  me  say  that  the  SBA  should  get  rid  of  the  prequalify  pro- 
gram. We  beheve  this  creates  a  duphcation  of  effort  and  time.  Al- 
though we  understand  the  motivation,  we  believe  there  is  little  to 
no  advantage  for  the  borrower  or  the  bank. 

The  SBA  should  stick  with  term  lending.  History  shows  that  the 
SBA  is  not  very  successful  when  it  comes  to  asset-based  lending. 
It  is  too  time  consuming  and  it  is  not  a  good  fit  for  the  SBA.  We 
believe  that  SBA  should  have  loan  authority  transferred  from  pro- 
grams it  assumes.  A  good  example  of  this  is  the  Export  Program 
from  EXIM  Bank.  The  loan  authority  for  this  program  should  be 
transferred  to  the  SBA. 

We  do  advocate  reduced  guaranty  percentages  as  opposed  to 
higher  fees.  If  the  loan  is  not  going  to  get  written  because  it  has 
70  percent  guaranty  versus  80  percent,  it  probably  should  not  be 
written  in  the  first  place. 

Specifically,  LowDoc  should  definitely  have  a  lower  guaranty  per- 
centage. We  believe  there  should  be  some  correlation  between  re- 
duced work  and  reduced  guaranty. 

The  SBA  should  speed  up  its  fast  track  program,  which  provides 
50  percent  guaranty  and  allows  the  bank  to  use  its  own  documents. 
More  importantly,  we  believe  fees  should  be  kept  low.  If  fees  are 
put  too  high,  it  will  kill  the  entire  program.  If  fees  are  put  too  high, 
that  will  threaten  the  program's  success. 

If  a  community  bank  like  ours  can  create  3,500  jobs,  think  what 
can  happen  across  the  country.  If  you  are  proposing  these  new  fees 
to  raise  money,  find  another  way.  We  would  opt  for  lowering  the 
guaranty  percentages,  particularly  on  the  LowDoc  Program  and 
spreading  some  of  the  fees  over  the  life  of  the  loan.  Otherwise, 
there  are  more  inherent  risks  to  those  types  of  loans,  given  the 
size,  given  their  startups  and  given  the  opportunity  to  make  more 
working  capital  type  of  loans.  Obviously  larger  loans  would  be  more 
real  estate  related. 

In  conclusion,  I'd  like  to  applaud  the  SBA  for  its  recent  efforts 
to  become  more  user  friendly,  and  to  streamline  the  process.  Two 
good  examples  would  be  the  LowDoc  Program  and  the  PLP  Proc- 
essing Center.  We  in  banking  are  aware  that  the  SBA  staff  has 
been  reduced  and  programs  have  increased  at  a  phenomenal  pace, 
putting  a  strain  on  the  agency  as  a  whole.  The  SBA  staff  in  Boston 
that  we  work  with  have  performed  admirably  under  these  condi- 
tions. 

I  thank  you  for  the  opportunity  to  appear  before  the  subcommit- 
tee. I  will  be  happy  to  answer  any  questions.  There  were  hand- 
books that  were  provided  also  earlier. 

[Mr.  Marchand's  statement  may  be  found  in  the  appendix.] 

Chairman  ToRKiLDSEN.  Thank  you,  Mr.  Marchand.  I  thank  the 
other  witnesses  for  their  testimony  today  and  appreciate  your  per- 
spectives. 

The  question  that  I  would  have  is,  focusing  on  the  LowDoc  Pro- 
gram, and  I  believe  you  related  to  this  in  your  testimony,  Mr. 
Marchand.  I  believe  you  said  that  the  loan  that  wouldn't  be  made 
at  an  80  percent  guaranty  probably  should  not  be  made  to  begin 
with.  I  would  certainly  agree  with  tnat.  Can  you  just  walk  through 
how  you  would  see  either  a  uniformed  rate,  which  Mr.  Wilkinson 
testified  in  favor  of,  for  all  loan  guarantees,  or  perhaps  one  guar- 
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anty  rate  and  a  slightly  smaller  guaranty  rate  for  loans  offered  by 
a  preferred  lender.  Could  you  walk  through  what  you  would  expect 
that  to  be,  if  both  Mr.  Marchand  and  Mr.  Wilkinson  could  comment 
on  that. 

Mr.  Marchand.  I  think  there  is  a  problem  when  you  start  ad- 
iusting  guaranty  percentages.  We  saw  that  related  to  the  PLP 
loans  where  the  guaranty  percentage  is  spread  between  what  you 
could  get  for  a  guaranty  on  a  PLP  loan  and  a  regular  loan  was  so 
great,  that  many  of  the  PLP's  were  submitted  as  regular  and  cre- 
ated a  burden  for  the  District  Offices.  So,  I  would  agree  with  Tony's 
suggestion  that  a  guaranty  should  be  consistent. 

Within  the  Fast  Track  Program,  which  is  the  new  program  just 
piloting,  there  is  a  direct  correlation  between  reduced  work  and  re- 
duced percentage.  That  does  not  hold  true  with  the  LowDoc  Pro- 
gram. That,  to  us,  doesn't  make  a  lot  of  sense.  So,  I  would  say  to 
keep  it  consistent  or  even  to  see  a  reduction  in  the  guaranty  per- 
centage when  there  is  an  easier  process  to  apply,  might  make 
sense. 

Chairman  TORKILDSEN.  Mr.  Wilkinson? 

Mr.  Wilkinson.  In  my  testimony,  we  commented  that  in  January 
of  this  year,  we  put  forward  a  proposal,  the  75  percent  guaranty 
across  the  board  for  simplicity  and  to  stretch  the  resources  and  to 
raise  our  concerns  about  the  LowDoc  Program. 

One  of  the  comments  we  got  back  was  that  a  75  percent  guar- 
anty would  cause  most  lenders  to  not  participate  in  the  LowDoc 
Program  anymore.  So,  we  opted  to  do  a  survey  of  our  membership. 
I  attached  a  copy  of  the  survey  results  to  my  testimony.  Two-thirds 
of  our  members  said  in  fact  they  would  continue  to  participate  in 
LowDoc  at  less  than  90  percent  guaranty  with  an  overwhelming 
majority  at  80  percent  or  below.  So,  today,  as  you  look  at  some  of 
the  legislative  proposals  that  are  out  there,  75  percent  guaranty  on 
all  loans  other  than  LowDoc  at  80  is  something  that  we  could  sup- 
port based  on  our  survey,  although  we  do  believe  75  percent  is  a 
little  bit  more  simple  to  put  on. 

Mr.  Marchand.  We  believe  that  the  increased  fees  will  be  det- 
rimental to  the  program  as  a  whole  rather  than  a  reduction  of  5 
to  10  percent  of  what  the  guaranty  is. 

Mr.  Wilkinson.  The  thing  we've  got  to  watch  is,  as  you  shrink 
the  percentage  guaranty  for  the  smallest  of  banks,  they  have  a 
harder  time  pooling  their  limited  resources  into  long-term, 
unguaranteed  portions.  So  guaranty  percentage  cannot  get  too 
small  because  it  would  cause  the  smallest  of  institutions  to  be  un- 
able to  participate. 

Chairman  ToRKiLDSEN.  If  you  have  a  situation  where  the  guar- 
anty is  the  same  for  all  programs,  and  you  have  the  LowDoc  Pro- 
gram the  same  as  regular  7(a)  loan,  I  think  you  would  logically  see, 
and  I  think  what  we're  seeing  right  now  is  a  rash  of  lending  in  that 
area. 

But  if  you  also  take  the  situation  where  you  have  a  preferred 
lender  and  they  have  the  same  guaranty  percentage,  it  is  not  as 
interest  the  guaranty  would  be  a  factor  for  the  person  applying  for 
the  loan.  However,  the  time  involved  would  be.  From  your  knowl- 
edge, would  that  contribute  to  a  significant  increase  in  the  amount 
of  time  it  would  take  for  the  borrower  to  find  an  answer  to  his  or 
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her  loan  request?  How  about  the  time  factors  involved  between  a 
preferred  lender,  how  quickly  they  can  close  a  loan,  and  how  long 
it  takes  to  hear  from  the  SBA  and  the  7(a)  loan  offered  by  the  insti- 
tution that  is  not  a  preferred  lender. 

Mr.  Marchand.  I  think  there  are  a  couple  of  things.  Obviously, 
in  a  lot  of  District  Offices,  their  time  is  being  spent  on  these 
LowDoc's.  If  that  is  taken  out  and  separated,  that  should  free  up 
an  awful  lot  of  time  in  the  District  Offices. 

Chairman  Torkildsen.  Mr.  Wilkinson,  do  you  have  any  com- 
ment on  that? 

Mr.  Wilkinson.  Well,  the  way  I  view  the  LowDoc  Program,  it  is, 
for  all  intents  and  purposes,  a  preferred  lender  program  for  small 
loans.  That  is  why  we  have  been  concerned  about  the  number  of 
participants  that  have  been  in  LowDoc.  But,  as  we  said  in  our  tes- 
timony, SBA  must  continue  to  find  ways  to  rely  on  the  private  sec- 
tor. We  see  over  the  long  term  the  need  to  put  more  and  more  lend- 
ers into  the  preferred  lenders  program  because  SBA's  resources 
will  continue  to  come  under  pressure  to  shrink.  They  will  probably 
shift  their  role  from  more  of  an  agency  reviewing  all  the  loan  appli- 
cations to  one  managing  lender  relationships  and  the  lender's  per- 
formance. So,  I  see  the  preferred  lender  program  needed  to  be  ex- 
panded. 

In  that  same  vein,  in  the  same  tone,  we  have  had  LowDoc,  it  was 
a  year  ago  this  month  that  Erskine  Bowles  called  me  in  my  office 
and  said,  we  really  need  to  expand  the  PLP  Program.  We  just  hap- 
pened to  have  a  committee  in  our  offices  working  on  some  issues. 
We  called  them  back  that  night  and  said  yes,  we  would  support  an 
initiative  to  expand  the  PLP  Program  if  we  could  come  up  with  na- 
tionwide, standardized  review  procedures.  Again,  the  quality  issue; 
we've  got  to  do  it  right.  You  cannot  make  somebody  PLP  just  be- 
cause we  need  to  have  more  PLP  lenders. 

The  LowDoc  Program,  in  many  places,  is  providing  good  turn- 
around time.  The  PLP  Program  is  providing  good  turn-around  time. 
We  need  to  find  a  way  to  get  more  and  more  lenders  into  that  vein. 

Mr.  Schuster.  If  I  might  inject,  Mr.  Chairman,  that  in  reality, 
there  is  no  need  for  the  LowDoc  Program.  Number  one,  if  there 
was  a  consistent  75  percent,  or  whatever,  of  consistent  guaranty 
maximum  across  the  board,  you  would  see  more  of  these  loans  go 
directly  to  the  PLP  Program  which  would  even  give  faster  service, 
not  only  in  small  loans,  out  all  loans.  That  would  conserve  SBA  re- 
sources. In  addition,  it  would  put  the  discipline  by  the  lending  com- 
munity that  is  necessary  for  this  program. 

If  a  lender  does  not  have  adequate  exposure  to  discipline  their 
credits  and  can  get  a  high  guaranty,  they  are  not  going  to  look  at 
it  quite  as  seriously  as  they  would  if  they  had  75  percent  guaranty. 
It  has  not  been  discussed  today. 

But  I  go  back  so  long  that  I  can  remember  when  there  have  been 
other  agency  programs  implemented  with  arbitrary  ceilings  rather 
than  what  the  maximum  allowable  is.  Each  time,  the  interesting 
thing  was  to  ask  the  agency  to  produce  evidence  of  what  their  de- 
fault and  loss  ratios  were. 

Anytime  a  loan  officer  evaluates  a  credit  based  upon  treating  the 
community  with  a  dollar  amount  rather  than  the  true  needs  of  the 
business,  we  are  asking  for  additional  problems  and  losses. 
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Chairman  ToRKiLDSEN.  It  is  a  key  point  there,  Mr.  Schuster, 
about  how  much  risk  should  a  lender  be  exposed  to.  From  your 
comment,  I  think  we  would  agree  that  10  percent  is  not  sufficient 
risk  that  the  lender  should  be  exposed  to  in  making  these  deci- 
sions. That  underlies  my  concern  about  the  entire  LowDoc  Program 
and  the  way  it  is  set  up. 

I  applaud  the  move  to  have  less  paperwork,  less  regulation  in- 
volved in  the  loan  process.  But  I  think  the  entire  process  could  be 
improved  by  reducing  that  paperwork  requirement,  not  just  on  the 
smaller  loans. 

So,  in  the  amount  of  work  that  is  sufficient  to  make  an  informed 
decision  about  whether  or  not  to  lend  has  to  be  a  requirement  and 
not  some  arbitrary  amount  of  information. 

So  with  that,  I  would  ask  each  of  the  witnesses  if  you  have  any 
further  comments  you  would  like  to  make  about  the  LowDoc  Pro- 
gram in  general  at  this  time. 

Mr.  ^^RCHAND.  I  guess  the  only  point,  again,  similar  to  what 
you  have  been  raising.  But  from  my  perspective  in  terms  of  subsidy 
rates,  it  is  just  the  issue,  as  you  focused  in  on  small  types  of  loans. 
Those  have  an  inherent  type  of  risk  attached.  As  it  continues,  there 
is  no  question  that  default  rates  are  particularly  at  risk  of  becom- 
ing much  higher  because  of  that  market  itself 

Chairman  TORKILDSEN.  Mr.  Wilkinson  and  Mr.  Schuster. 

Mr.  WllJ<lNSON.  If  you  look  at  the  LowDoc  Program  versus  what 
has  been  available  in  the  small  loan  arena,  90  percent  guarantees 
have  been  available  for  loans  under  $155,000  for  quite  some  time. 
So,  it  is  not  the  90  percent  guaranty  that  is  driving  LowDoc.  It 
does  appear  to  be  the  process.  Lenders  do  like  the  streamlined  loan 
application.  Again,  it  is  a  process  we  do  have  to  take  a  look  at.  But 
we  have  to  make  sure  we  are  doing  it  in  the  right  way,  and  that 
we  are  choosing  the  right  lenders.  That,  those  lenders  have  been 
properly  trained,  and  that  we  know  what  the  program  rules  are. 

We  would  have  liked  to  have  seen  all  that  up  front  rather  than 
trying  to  piece  it  together  in  midstream.  But  we  are  more  than 
willing  while  we  are  in  midstream,  to  try  to  put  that  together. 

I  would  finish  by  saying  one  of  the  biggest  frustrations  I  have 
had  in  dealing  in  this  arena  is  0MB.  I  can't  emphasize  that 
enough.  When  we  were  on  break,  I  thought  of  another  example.  In 
a  Senate  Hearing  just  last  month  SBA  Administrator  Lader  testi- 
fied how  the  program  was  improving,  that  the  delinquencies  had 
gone  down,  losses  were  improving.  Yet,  0MB  in  their  subsidy 
model,  has  factored  in  a  loss  rate  that  is  actually  getting  worse. 
Which  is  it?  Is  it  better  or  is  it  worse?  And  these  are  the  frustra- 
tions we  have  dealt  with.  So,  I'm  hoping  that  with  whatever  means 
available,  we  can  get  full  disclosure  on  what  assumptions  are  used 
in  the  model  to  see  whether  they  are  accurate  or  not.  Thank  you. 

Chairman  TORKILDSEN.  I  thank  all  the  witnesses  again  for  their 
testimony.  As  announced  previously,  because  there  are  still  a  num- 
ber of  questions  that  the  subcommittee  has,  mostly  for  the  Office 
of  Management  and  Budget,  but  also  for  what  expects  to  be  follow- 
up  questions  with  the  SBA,  this  hearing  will  stand  in  recess  sub- 
ject to  the  call  of  the  Chair.  Thank  you. 

[Whereupon,  at  4  p.m.,  the  subcommittee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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APPENDIX 


STATKNKNT  FOR  JUNE  28,  1996  BY  JOEL  KEVLBY 
SOBCOIDCITTEB  Oil  OOVERHNEIIT  PR0GIUU18,  SMALL  BUSINESS  COMMITTEE 

"Mr.  Chairman,  one  of  the  important  functions  of  this  body  is 
Congressional  Oversight.  This  Committee  is  tasked  with  assessing 
the  strength  of  the  SBA's  various  loan  programs,  but  the  Office  of 
Management  and  Budget  refuses  to  give  us  accurate  Information  on 
the  Low  Doc  Program.  This  Committee  needs  an  accounting  of  how 
each  loan  program  is  doing.  By  putting  Low  Doc  under  the  umbrella 
of  the  7a  Program,  we  are  not  getting  an  accurate  picture  of  the 
health  of  either  program.  I  move  the  committee  subpoena  Ms.  Rivlin 
reqpiesting  that  she  or  her  designee  appear  before  this  committee  to 
discuss  these  matters. 
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STATEMENT  OF  THE  HONORABLE  KWEISI  MFUME 

ON  THE  SMALL  BUSINESS  ADMINISTRATION'S 

"LOW-DOC"  PROGRAM 

June  28,  1 995 


Thank  you,  Mr.  Chairman,  for  holding  this  hearing  to  examine  the  SBA's 
"Low-Doc"  program.  It  is  my  experience  that  this  program  embodies  Congress 
and  the  Federal  Government  at  its  finest;  the  goal  is  to  improve  an  already 
popular  program  by  reducing  paperwork  and  making  it  easier  for  all  concerned. 

Low  Doc,  in  theory,  should  be  a  win-win-win  situation.  It  should  help  the 
small  business  community,  the  banks,  and  the  SBA.  If  properly  administered. 
Low  Doc  should  make  it  easier  to  create  and  expand  small  businesses 
throughout  the  nation. 

In  Baltimore,  which  has  an  active  Low  Doc  program,  nearly  300  Low  Doc 
loans  have  been  approved  in  the  last  nine  months.  All  totaled,  these  loans  have 
amounted  to  almost  $16  million.  Perhaps  the  most  impressive  figure,  however, 
is  the  fact  that  currently  the  average  turn-around  time  for  a  loan  application  is 
less  than  one  day  after  the  application  is  received  in  the  Baltimore  office.  This 
expedited  process  is  beneficial  to  the  small  businesses,  which  are  able  to  learn 
in  a  short  amount  of  time  what  they  can  and  cannot  do;  it  is  beneficial  to  the 
banks,  as  it  makes  their  job  easier  and  makes  loans  more  appeaJing  to  the 
customers;  and  it  is  beneficial  to  the  SBA,  for  it  means  that  the  agency  is  able 
to  perform  the  duties  expected  of  it  by  the  American  taxpayers  in  competent 
and  expeditious  manner. 

In  the  past  year  I  have  heard  from  banks  and  small  businesses  throughout 
Baltimore  in  support  of  the  Low  Doc  program.  Despite  the  kinks  that  are 
inherent  with  any  new  program,  as  far  as  Baltimore  is  concerned  Low  Doc 
appears  to  be  a  success. 

It  is  because  of  the  positive  reviews  I  have  been  receiving  of  the  program 
that  I  have  concerns  about  the  proposed  centralizing  of  Low  Doc  processing  to 
three  centers  across  the  U.S.  In  the  case  of  my  constituents,  the  applications 
that  are  currently  processed  in  Baltimore  will  go  down  to  Atlanta  for  approval. 
While  I  realize  that  the  centralization  proposal  is  an  attempt  to  reduce  costs  to 
the  SBA  and  increase  conformity  in  approvals,  I  am  concerned  about  the 
increase  in  response  time  that  will  result  from  this  move. 
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Again,  to  use  Baltimore  as  an  example,  I  am  being  told  that  the  turn- 
around time  for  loans  will  go  from  one  to  three  days.  This  concerns  me  for  a 
number  of  reasons;  primarily  because  one  of  the  key  elements  of  the  Low  Doc 
program  is  the  quick  turn-around  time.  Delaying  the  response  time  limits  the 
benefits  to  small  businesses  as  well  as  banks. 

I  would  hope  that  the  SBA,  if  it  goes  through  with  the  restructuring,  will 
do  what  it  can  to  bring  down  the  turn-around  time  to  one  day. 

Thank  you  again,  Mr.  Chairman,  for  holding  this  hearing.  I  look  forward 
to  an  informative  and  productive  session. 


92-375  -  96  -  2 
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Committee  on  Small  Business 
Subcommittee  on  Govermnent  Programs 

June  28,  1995 


Testimony  of  Representative  Glenn  Poshard, 
Ranking  Minority  Member  on  Subcommittee  on  Government  Programs 


Mr.  Chairman,  I  want  to  thank  you  for  calling  today's  hearing  on  the  Small  Business 
Administration's  Low  Doc  Loan  Program.   I  believe  the  Low  Doc  program  is  an  example  of 
government  working  better  and  more  efficiently  to  meet  the  needs  of  those  we  have  been 
asked  to  serve,  and  I  hope  through  our  meeting  today  we  can  discuss  even  further  ways  to 
make  this  program  more  efficient  and  accessible. 

I  represent  a  largely  rural  congressional  district  in  southeastern  Illinois  hard  hit  by  a 
weakened  economy  and  high  unemployment.   The  people  of  my  district  have  come  to  rely 
heavily  on  the  expansion  of  the  small  business  community  to  create  jobs  and  economic 
growth,  and  in  many  instances  they  look  to  the  SB  A  to  provide  them  assistance  in  financing 
their  businesses. 

Before  the  introduction  of  the  Low  Doc  Loan  Program,  many  community  banks  did 
not  have  the  necessary  resources  or  time  to  process  SBA  7(a)  loans.    Because  of  the  amount 
of  paper  work  involved  in  the  SBA  loan  application  process,  I  found  many  banks  in  my 
district  refrained  from  processing  the  types  of  loans  essential  to  fostering  small  business 
growth. 

Initiated  nation-wide  in  1994,  the  SBA's  Low  Doc  Loan  Program  has  afforded  a 
greater  number  of  people  access  to  SBA  financial  assistance.    The  Low  Doc  Loan  Program  is 
an  important  partnership  between  the  SBA  and  private  lenders  across  our  country,  because 
there  is  greater  responsibility  put  upon  the  lender  in  selecting  borrowers.   Those  lenders 
selected  to  participate  in  the  Low  Doc  Program  must  possess  a  high  degree  of  expertise  and 
judgement  in  order  to  meet  the  financial  needs  of  potential  borrowers. 

In  my  district  the  Low  Doc  Loan  Program  has  opened  new  doors  to  the  small 
business  community.   I  see  more  than  ever  our  local  SBA  office,  our  bankers  and  small 
business  owners  working  together  to  create  new  business,  economic  and  employment 
opportunities  for  our  communities. 

If  I  have  any  concerns  about  this  program,  it  is  with  the  idea  of  centralizing  the  Low 
Doc  processing  centers.    I  believe  part  of  the  success  of  this  program,  especially  in  rural 
areas,  has  been  the  ability  of  local  SBA  offices  to  provide  important  assistance  to  small 
community  banks.   To  centralize  the  processing  of  these  loans  and  to  eliminate  many  SBA 
branch  offices,  including  the  office  that  has  successfully  served  my  own  district,  would  be  a 
grave  mistake. 
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The  Low  Doc  Loan  Program  is  successful  because  it  creates  partnerships  on  the  local 
level.   We  must  continue  to  foster  these  types  of  partnerships  if  we  want  the  SBA  to  expand 
its  ability  to  serve  rural  America,  because  it  is  within  rural  regions  of  our  country  that  so 
many  rely  on  the  growth  and  prosperity  of  small  businesses. 

In  closing,  I  would  like  to  especially  thank  those  speaking  before  the  Committee 
today,  and  I  look  forward  to  hearing  your  testimony  as  it  relates  to  the  SBA's  Low  Doc 
Program.   Again,  thank  you  Mr.  Chairman  for  holding  this  hearing.   I  hope  we  will  come 
away  from  this  meeting  with  a  better  understanding  of  the  Low  Doc  program  and  more 
importantly,  how  we  can  make  the  program  work  even  better  in  the  fiiture  for  our  growing 
small  business  community. 
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OPENDVG  STATEMENT 


HEARING  ON  U.S.  SMALL  BUSINESS  ADMINISTRATION'S 
LOW  DOCUMENTATION  (LOW  DOC)  LOAN  PROGRAM 


Wednesday,  June  28,  1995 
2:00  p.m. 


The  Committee  will  come  to  order. 

Good  Afternoon.   It  is  my  pleasure  as  Chairman  of  the  Small  Business 
Committee's  Subcommittee  on  (Jovernment  Programs  to  welcome  our 
guests  today.   As  we  look  toward  the  future  of  small  business  in  this 
country,  we  must  consider  those  programs  that  support  and  strengthen 
these  businesses.   This  hearing  is  one  in  a  series  of  hearings  to  review  the 
Small  Business  Administration's  (SB A)  loan  programs. 

The  Low  Doc  program  began  as  a  pilot  program  in  December  1993  and 
expanded  nationally  in  the  summer  of  1994.   This  program  was  created  to 
specifically  respond  to  a  critical  funding  need  ~  that  of  small  businesses 
unable  to  find  lenders  who  were  willing  and  able  to  provide  loans  in 
amounts  under  $100,000. 

The  application  form  for  a  Low  Doc  loan  is  only  one  page  in  length.   This 
single  sheet  is  both  the  applicant's  SBA  loan  application  and  the  lender's 
request  for  an  SBA  guaranty.   The  application  is  a  distillation  of  all  the 
information  previously  required  from  applicants  on  a  series  of  forms  and 
required  attachments.  However,  the  lender  is  still  required  to  request 
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whatever  additional  information  it  may  need  to  complete  the  appropriate 
credit  decision. 

The  Agency  is  obviously  stressing  quality  as  well  as  quantity  in  the  making 
of  these  loans.    Agency  reports  show  that  loans  made  under  this  program 
are  performing  at  a  better  rate  than  those  made  during  the  same  period 
under  the  regular  7(a)  program.   Between  December  1,  1993  and  March 
31,  1995,  SB  A  approved   21,520  Low  Doc  loans  totalling  approximately 
$1.8  billion.     Of  those  loans,  to  date,  128  are  not  current  in  their  payments 
to  the  lender.   This  represents  a  total  dollar  flgure  of  $5.9  million.   It  is 
important  to  note  that,  roughly,  only  5,000  Low  Doc  loans  were  made 
before  the  beginning  of  FY  1995.   So,  it  will  be  of  particular  interest  to 
discuss  the  expected  default  rate  on  all  loans  as  they  may  enter  their  second 
and  third  years  of  repayment. 

As  well  as  addressing  possible  default  rates  on  the  Low  Doc  loans,  it  will  be 
of  interest  to  discuss  the  scoring  of  the  subsidy  rate  for  the  Low  Doc 
program  as  it  relates  to  7(a).   Currently,  it  is  the  Committee's 
understanding  that  the  program  has  not  been  scored  separately,  but  that 
OMB  is  considering  doing  so.     It  is  important  to  discuss  this  as  well  as  any 
assumptions  made  regarding  the  previous  scoring  process  for  the  7(a) 
program  as  it  relates  to  Low  Doc. 

I  am  sure  that  there  will  be  other  issues  the  Committee  will  want  to  address 
after  testimony  is  given.   Again,  welcome  to  our  witnesses  and  with  that  I 
will  yield  to  the  ranking  member,  Mr.  Poshard,  for  any  opening  statement 
he  might  wish  to  make. 


34 


U.S.  SMALL  BUtlNIU  ADHINItTRATION 
WA«MiN«TeN,  O.C.    204U 


TttstlBOny  of 


Patricia  R.  ?orb«a 

Daputy  Asaooiata  Daputy  Adainiatrator 

for  Bconosio  Davalopmant 


U.S.  Small  Buainaaa  Adainiatration 

Bafera 

Subcoamittaa  on  Govamnant  Pro^raaa 

of  the 

Conaittaa  on  Small  Buainaaa 

U.S.  Houaa  of  Raprasantativa 


Juna  28,  1995 


35 


Good  aft«moon  Nr.  Chalnaan  and  Manbara  of  tha  Sutocoomittaa . 
Z  aB  Patricia  R.  rorbaa,  tha  Daputy  tor   Scononic  Devalopnant  at 
tha  U.S.  Snail  Bualnaaa  Adniniatration  (8BA) .   X  am  acconpaniad 
today  by  John  R.  Cox,  tha  Xaaeoiata  Adainiatrator  for  Financial 
Aaaiatanca,  who  is  diractly  raaponaibla  for  tha  7(a)  guaranty 
buainaaa  loan  prograa,  which  includaa  the  Low  Docuaantation  loan 
program  (LowOoc) . 

Z  want  to  thank  you  for  inviting  ma  to  appaar  bafora  you 
thia  morning  to  diacuaa  tha  LowOoc  program.   Z  am  first  going  to 
discuss  why  tha  program  was  craatad,  how  it  fita  in  with  tha  rast 
of  tha  7(a)  programs  and  how  it  has  banafittad  thoaa  smallar 
businassas  that  traditionally  hava  had  tha  meat  difficulty 
obtaining  financing.   Z  will  than  ahara  with  you  information  on 
program  dalivary  and  tha  program's  succass.  Finally,  I  will 
daacriba  what  SBA  has  dona,  and  plans  to  do,  to  addraas  some  of 
tha  eoncams  that  hava  baan  raiaad  about  tha  quality  of  loans 
baing  mada  undar  tha  LowOoc  program. 

LOWDOCI   MBITXHa  tJCALIi  lOfXllISS  KBIDS 

As  you  )cnow,  tha  7  (a)  guaranty  business  loan  program  is  tha 
Agency's  primary  loan  program.   Zt  may  not  ba  clear,  however, 
that  many  of  the  Agency's  other  loan  products  are  actually  7(a) 
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loans  that  have  apeclal  character ist lea  to  a««t  various  anall 
buainass  borrowing  naada. 

Thasa  specialized  aub-prograas  include:   international  trade 
and  export  working  capital  loan  programs  which  provide  general 
and  transaction  financing  for  exporters;  the  FA$TRAX  pilot  loan 
program  under  which  a  limited  number  of  lenders  are  allowed  to 
use  their  otm  documents  and  processes  for  SBA  loans  in  exchange 
for  a  lower  guaranty  of  50  percent;  the  Alliance  pilot  program 
which  will  allow  one  lender  to  teat  the  concept  of  focusing  7(a) 
lending  to  high  technology  firms,  firms  with  the  greatest  job 
creation  potential,  and  exporters,  using  a  unique  credit  scoring 
system  developed  by  the  lender;  the  CAPLines  program  which 
provides  specialized  line  of  credit  and  revolving  loans  for 
seasonal,  contractor  and  asset-based  borrower  needs;  and  the 
Minority  and  Women's  Pre-gualification  Pilot  Loan  Programs  which 
allow  the  SBA,  through  some  of  its  partners  to  provide  loan 
application  preparation  assistance,  and  also  enables  the  SBA  to 
pre-qualify  the  applications.   The  LowDoc  loan  program  is  simply 
one  more  of  thaae  7(a)    sub-prooraas  that  rAmiiras  reduced 
paoervorlc  for  loans  up  to  SlQO.OQO.  and  orovldas  a  90  pareant  SBA 
guaranty. 

The  attached  chart  shows  the  various  sub-parts  of  the  7(a) 
program.  As  you  can  see,  through  its  various  sub-programs,  the 
7(a)  loan  program  fills  many  gaps  in  access  to  capital  for  small 
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buBin«ss«s.  LowDoc  is  •  prim*  •xanpla  of  «  progran  that  B««ts  a 
n««d  not  addraaaad  by  tha  privat*  aarkat.       ^>! 


Tha  LowDoc  program  vaa  aatabliahad  in  diract  raaponaa  to  tha 
eoncarna  axpraaaad  to  tha  8BA  by  SBall  b\iainaaa  ovnara  ragarding 
thalr  lade  of  acoaaa  to  capital.  In  particular,  amall  buainaasaa 
vara  unabla  to  find  landora  abla  or  willing  to  previda  loana  in 
aaounta  undar  9100,000.  Both  aaall  buainaaa  ovnara  and  landara 
complainad  both  about  tha  paparvork  raguirad  by  8BA  and  tha  tiaa 
it  took  to  procaaa  an  SBA  loan. 


Tha  LowDoc  program  vaa  oraatad  aa  a  way  to  raapond  to  thia 
critical  funding  naad.  Tha  program  vaa  daaignad  to  incraaaa  tha 
aecaaa  that  businaaaaa  hava  to  amallar  loana  by  raducing  tha 
paparwork  burdan  impoaad  on  both  applicanta  and  landara,  and  to 
axpadita  tha  SBA  loan  conaidaration  procaaa. 

To  addraaa  tha  firat  concam  tha  SBA  raducad  its  loan 
application  for  LowDoc  loana  to  only  ona  paga.  Thia  aingla  ahaat 
ia  both  tha  applicant 'a  SBA  loan  application  and  tha  landar's 
raquaat  for  an  SBA  guaranty.  Thia  application  raplacaa  a  aariaa 
of  forma  and  attachmanta  pravioualy  raquirad  by  SBA.   Zt  ia  a 
aummaritation  of  all  information  uaad  by  tha  landar  to  datarmina 
tha  cradit-worthlnaaa  of  an  applicant. 
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For  loans  und«r  990,000,  th«  l«nd«r  subiBlta  th«  on«-paga 
application  only.   For  loana  ovar  $90,000,  In  addition  to  tha 
application,  a  landar  must  aubmit  tax  raturns  on  tha  buainass, 
parsonal  financial  atatasanta  on  tha  o%mara,  and  tha  landar 'a 
intamal  cradit  analysis.   In  both  caaaa,  tha  landar  still 
raquaata  vhatevar  additional  infonaation  it  raquiraa  to  maat  ita 
own  cradit  undarvriting  standards  in  ordar  to  maka  an  appropriata 
cradit  decision  on  tha  application. 

To  addraas  tha  sacond  concam  axpraaaad  by  tha  landara  and 
saall  businassas  —  that  tha  8BA  loan  procaasing  time  was  too 
slow  —  tha  5BA  askad  aach  of  its  LovDoc  procassing  officas  to 
striva  to  provida  quick  turnoaround  tiaas  on  LovDoc  loan 
applications.  Tha  district  offices  hava  ganarally  baan  abla  to 
Baat  thia  raquaat.   Howavar,  to  furthar  inprova  processing 
efficiency  and  consistency,  as  wall  aa  our  ability  to  nonitor  tha 
quality  of  the  LowDoc  portfolio,  the  SBA  is  now  inpleaenting  a 
plan  to  centralize  LowDoe  proceaaing  in  several  locations.   I 
will  discuss  this  centralisation  effort  later  in  ny  taatimony. 

BOLLXira  ooT  nn  lowdoc  vsoouuc 

The  LowDoc  program  was  piloted  in  Texas  beginning  in 
December  1993,  and  was  expanded  nationally  last  summer.   During 
the  expanaion  phase  each  SBA  district  office  authorized 
intereated  landers  within  its  area  to  participate  in  LowDoc. 
The  local  SBA  officea  also  provided  training  to  the  lenders  on 
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th«  LovDoc  proqran  during  this  period.  National  •xpanalon  of  tha 
progran  waa  accoapliahad  ovar  tiva  vlth  SBA  cartlfying  its 
parsonnal  aa  compatant  to  procaaa  LowDoc  applications  only  aftar 
thay  had  takan  an  intenslva  training  course. 

In  order  to  assure  the  appropriate  in-depth  review  required 
In  soae  caaea,  sone  applloanta  cannot  be  considered  for  loans 
under  the  Lowooo  prograa,  but  auat  apply  through  the  regular  7(a) 
progras.   These  include  individuals  with  poor  personal  or 
business  credit.   In  addition,  the  LowDoe  prograa  ia,  generally, 
only  available  to  businesses  with  average  annual  sales  less  than 
$5  silllon  and  fewer  than  100  eaployees. 

7(a)  PSOaiAM  •OSSZDY  ItATI 

As  mentioned  earlier,  the  7(a)  guaranty  buaineas  loan 
prograa  dellvera  a  nunber  of  apecialized  loan  products,  including 
LowOoc,  that  help  neat  the  borrowing  needa  of  saall  buainaases. 
The  subsidy  rate  for  all  7(a)  prograas  for  fiscal  year  1995  la 
2.74  percent.  This  subsidy  rate  allows  the  SBA  to  guarantee  $100 
in  loans  to  credit-worthy  aaall  buaineasee  at  a  cost  of  only 
$2.74  to  tha  taxpayer. 

The  SBA  believes  that  it  ia  appropriate  to  have  a  single 
subsidy  rate  for  all  7(a)  prograas.   The  Agenoy  decided  not  to 
calculate  a  aeparate  subsidy  rate  for  several  reasons.  First, 
historically,  SBA  has  used  a  single  aubsidy  rata  for  all  types  of 
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7(a)  loans.   Sacond,  apart  froa  tha  90  paroant  guarantaa,  tha 
lewar  than  avaraga  loan  aita/  and  tha  ahortar  maturity,  LowDoc  la 
siallar  to  othar  7(a)  loans  in  noat  raapaota.  Although  SBA  vaa 
concamad  about  tha  highar  guarantaa  and  has  propoaad  to  raduca 
it  to  es  parcant  In  tha  rainvantion  proposal,  tha  Agancy  has  not 
Idantifiad  any  data  which  Indicataa  that  thasa  loana  ara  ria)ciar 
than  othars. 

In  sua,  tha  SBA  fait  could  addrass  tha  issuas  raisad  by 
LowDoc  through  axiating  procaduras  by  continuing  to  uaa  a  aingla 
subsidy  rata  for  all  loana  undar  tha  7(a)  prograa. 

ZiQWDOO   QUALZTY   COMTBOL 

Tha  LowDoc  program,  li)ca  othar  7(a)  landing  prograaa,  rallas 
on  a  landar's  axparianca  and  judgnant  ragarding  tha  cradit- 
vorthinaas  of  tha  applicant.  Tha  businass  ownar's  charactar  and 
cradit  hiatory,  tha  cradit  history  of  tha  businass,  and  tha 
businass'  apparant  rapaynant  ability  sarva  aa  Xay  indicators  of 
cradit-worthinass  for  LowDoc  loans. 

But  just  who  ara  tha  LowDoc  landara?  Soaa  quastions  hava 
baan  raiaad  about  tha  LowDoc  prograa  which  indicata  concarn  that 
^ha  quality  of  LowDoc  cradit  dacisions  may  ba  comproniaad  by 
landara  who  ara  new  to  tha  7(a)  prograa  and  who  do  not  hava  tha 
axparianca  nacassary  to  maka  appropriata  cradit  daciaiona.  SBA 
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has  lookad  «t  this  laaua  and  has  found  no  support  for  this 
concarn . 

our  data  Indicates  that,  as  of  ths  mlddla  of  May,  47  landars 
had  approvsd  Bors  than  SO  LowDoo  loans.   Of  thass,  42  landars  (89 
parcant) ,   hald  aithar  Cartif lad  Lendar  Prograa  (CLP)  or  Prefarrad 
Landar  Prograa  (PLP)  status.  As  you  know  CLP  and  PLP  status  is 
oonferrad  only  on  those  lenders  whose  record  of  performance  with 
SBA  veets  high  standards.   This  data  Indicates  that,  while  the 
progran  has  attracted  a  nuaber  of  new  lenders  to  the  prograa. 
Including  saall  lenders  In  rural  areas,  the  largest  voluae  of 
LovDoc  loans  are  being  made  by  the  most  seasoned  SBA  lenders.   In 
addition,  Information  gathered  inforaally  froa  our  field  offices 
Indicates  that,  of  the  approximately  4,600  landara  approved  to 
process  LowDoc  loans,  79  percent  have  had  pravious  SBA  lending 
experience. 

The  SBA  Is  convinced  that  the  lenders  participating  in  the 
LovDoc  program  are  aalclng  prudent  credit  deterainatlons  in 
accordance  with  their  own  prudent  lending  practices.  However,  In 
order  to  further  strengthen  the  prograa,  the  SBA  is  now  preparing 
a  LowDoc  Program  Guide  that  will  provide  mora  detailed 
explanations  of  key  aspects  of  the  program  and  more  definitive 
credit  underwriting  criteria.   The  guide  is  nearly  completed  euid 
will  be  ready  for  use  as  a  training  tool  as  w«  phase-in 
centralized  LowDoc  processing. 
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W«  ar*  also  antarlng  into  •  contract  to  acquir*  a  "oradlt 
•corin?"  ayatan  that  will  b«  uaad  aa  part  of  tha  avaluation 
procaaa  In  our  LcwOoc  procaaaing  cantara  for  avary  LowDcc  loan. 
Cradit  acoring  allowa  tha  proapactiva  landar,  or  In  tha  SBA'a 
oaaa,  guarantor,  to  apply  •  unlfom  atandard  againat  vhlch  to 
maaaura  a  borrovar'a  cradit-worthlnaaa .  Tha  uaa  of  cradit 
acoring  la  baconing  Incraaalngly  aora  popular  in  tha  comaarcial 
landing  aaotor.  Whan  uaing  tha  ayataa  for  LowOoc  loana,  8BA 
ataff  will  continua  to  paraonally  raviaw  avary  loan  application, 
and  tha  ayataa  will  not  ba  uaad  aa  tha  aola  baala  for  a  cradit 
daciaion  to  approva  or  daclina  tha  loan.   But,  it  will  provida  an 
additional  Baana  for  datannining  tha  cradlt-worthinaaa  of 
individual  program  applicanta  in  a  mora  conaiatant  aannar. 

m    LOWDQC    PltOaUUCi       A   SUOOSfl    STOXY   ZV  THl   MJUmfO 

Tha  LowOoc  program  haa  been  extremely  veil  received  by  both 
borrowers  and  tha  Agency 'a  participant  landera.  During  flaeal 
year  1994,  tha  SBA  approved  nearly  6,000  LowDoc  loans  totalling 
approximately  $316  million.  The  Agency  anticlpatea  that  it  will 
approve  approximately  35,000  LowDoo  loans  during  fiscal  year 
1995.  As  of  June  16,  1995,  we  ware  well  on  our  way  to  achieving 
this  total  with  22,761  LowDoc  loana  approved  totalling  nearly 
$1.3  billion. 
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Th«  lnpr«ssiv«  LovDoc  program  atatlatlcs  tall  only  ona  part 
of  tha  auccaaa  of  thla  program.   Tha  baat  maaaura  of  auccaaa  for 
tha  LowDoc  program  la  tha  raal  Ufa  Impact  that  LowDoc  loana  have 
on  Individual  mall  bualnaaaaa  and  on  tha  communltiaa  In  which 
thay  ara  locatad. 

Ona  buainaaa  that  haa  banaflttad  from  tha  LowDoc  program  la 
Caaaidy  Brothara  Forga,  Inc.,  a  apaciallsad  iron  worka  company 
locatad  in  Ravlay,  Maaaachuaetts .   Caaaidy  Brothara,  foundad  in 
1965,  la  o%mad  by  Maurica  Caaaidy.  Tha  company  ganarataa 
ravanuas  from  privata  aactor-  buainaaa  aa  wall  aa  from  Fadaral  and 
Stata  contracta.   Two  racant  contraeta  involvad  work  for  tha  Army 
Corpa  of  Engineera,  and  for  tha  Vica  Praaidant'a  realdanca  in  tha 
Diatrlct  of  Columbia. 

In  Dacambar,  1994,  tha  company  recaivad  a  $75,000  LovDoc 
loan.   The  proceeds  of  thia  loan  providad  working  capital  for  the 
company  to  improve  ita  caah  flow  during  the  period*  that  it 
waited  for  payment  on  ita  accounta  receivable.  The  company  now 
providea  employment  for  20  individuala,  up  from  the  16  employees 
working  there  prior  to  the  IiOwDoc  financing. 

Tha  LowDoc  loan  program  has  been  ao  popular  in  some 
comraunitiea,  including  some  rural  areas,  that  you  can  literally 
see  the  effects  of  the  program  aa  you  walk  down  the  communitiea' 
"Main  Streeta."  One  example  of  thia  positive  impact  can  be  aaan 


44 


in  D«nham  Springs,  Louisiana,  «  town  with  a  population  of  8,381. 
Fivs  small  businassas  locatad  thara  have  racaivad  LowDoc  loans 
through  tha  First  National  Bank  of  Denhaa  Springa,  an  SBA  CLP 
landar.   Thasa  businaasaa  —  thraa  ratail  aatabliahnanta,  a 
wholasalar  and  a  sarvica  company  —  hava  ratainad,  or  addad  to 
thair  coBbinad  anployment,  13  jobs  as  a  rasult  of  raoaipt  of 
thalr  LowDoc  loans.   Tha  businaasaa'  combinad  salas  of  naarly 
$250,000  aaka  a  substantial  impact  on  this  small  comnunity. 

LOWDOC  UOKK   PORTrOLIO  ST&TItTXCS 

Tha  Agency  is  stressing  quality  in  tha  making  of  LowDoc 
loana  as  well  as  working  to  meat  cuatoner  demand.   Vary  early 
reports  show  that  loans  made  under  the  program  are  performing  at 
a  better  rate  than  thoaa  made  during  the  same  period  under  the 
regular  7(a)  program.   Between  December  1,  1993,  and  May  31, 
1995,  SBA  approved  27,038  LowDoc  loans  totalling  approximately 
$1.5  billion.   Of  these,  only  267  loans  totalling  $12.2  million 
are  not  current  in  their  payments  to  the  lender.   The  percent  of 
LowDoc  loans  that  are  not  current  la  0.8  percent  in  dollars,  and 
1.0  percent  in  numbers.   These  figures  compare  very  favorably  to 
non-LowDoc  loans  under  $100,000  made  during  the  sane  period  which 
show  a  2.2  percent  non-currsnt  status  in  dollars,  and  a  2.4 
percent  non-current  status  in  numbers  of  loans.   The  LowDoc 
figures  also  stand  up  when  compared  to  all  other  7(a)  loans  made 
during  the  same  period  which  have  a  1.2  percent  non-current 
status  in  dollars  and  a  1.3  percent  non-current  status  in  terms 
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off  nu]nb«rt  of  loans.   It  should  b«  notsd,  hovsvsr,  that  LovDoc  is 
a  young  program  and  th«  loans  ars  not  yat  aaasonsd. 

IClABUKZMa   LOWDOC   QUXLZTY 

Lev  Doe  Varfermaaoe  Revlevs 

Even  though  these  preliminary  results  indicate  that  LowDoc 
loans  are  performing  well,  the  Agency  is  continuing  to  monitor 
the  program  closely.   To  date,  etaff  from  the  8BA  Headquarters 
office  has  examined  the  filee  of  34  LowDoc  lenders  that  make 
loans  through  5  district  offices,   in  addition,  staff  in  SBA 
field  offices  have  reported  that  they  have  examined  an  additional 
1083  loans  made  by  an  additional  205  lenders. 

The  results  of  these  hands-on  examinations  of  the  lenders' 
credit  analyses  are  very  positive.   Based  on  these  reviews,  the 
SBA  has  been  able  to  conclude  that  the  lenders  are  performing  in- 
depth  credit  analyses  and  are  making  appropriate  requests  for 
loan  guarantaes  from  the  SBA.   Future  plana  for  the  program  call 
for  on-going  monitoring  and  sampling  to  assure  that  the  same  high 
quality  performance  by  the  Agency's  lenders  continues. 

LowOoo  Prooessing  centralisation 

To  further  improve  the  procedural  efficiency  of  the  LowDoc 
program,  and  to  establish  better  control  and  consistency  in  the 
LowDoc  approval  process  the  SBA  has  proposed  to  centralize  LowDoc 
processing  at  several  sites.   The  proposed  processing  center 


46 


■!«••  v«r«  ■•laatttd  froa  anonq  th«  district  and  branch  efflc«s 
rttcoiuB«nd«d  for  cloaur*  aa  part  of  tha  A9ancy's  ovarall 
•traamllnlng  af forts  undar  Sainvantin?  Oovarnaant  Fhasa  XZ.   Tha 
cantrallsation  of  tha  procasslng  of  LovDec  loans  is  baing 
accovpXishad  to  laprova  tha  ovarall  aanagaaant  and  quality 
control  of  tha  prograa;  and  is  nacassary  without  ragard  to 
vhothar  othar  fiald  offica  atruoturaa  ara  changad. 

Tha  procassing  cantars  will  anabla  tho  8BA  to  achiava 
•oonomias  of  seals  and  to  taka  advantaga  of  tha  latast  in 
tachnoloqy.  Thay  will  also  halp  to  assura  a  high  dagraa  of 
consistancy  in  tha  loan  considoration  procaas. 

Staff  froB  tha  Offica  of  Financial  Assistanca  has  baan 
working  cloaaly  with  tha  ataffa  of  tha  proposad  cantar  sitas  to 
idantify  tha  tasks  nacassary  to  aasura  a  saaalaaa  transition  to 
LowDoc  centralization.  w«  have  also  been  looking  at  ways  to 
assure  prograa  quality.  Xa  mentioned  earlier,  one  of  the  tools 
that  will  be  used  to  assure  LowDoc  quality  is  the  use  of  a  credit 
scoring  systan.   Another  tool  will  be  the  new  LowDoc  Prograa 
Guide  now  being  developed.  This  guide  will  provide  detailed 
prograa  instructions  for  both  lenders  and  SBA  staff. 

Additioaal  ttepe  Being  Takes  to  Assure  a  Quality  vregraa 

Because  the  LowDoc  program  is  relatively  new,  and  has  grown 
very  quickly,  the  SBA  is  well  aware  of  the  need  to  closely 
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■onltor  the  program  to  assur*  th«  quality  of  the  loans  being  made 
under  it.   In  addition  to  the  steps  noted  above  —  lender 
exaainations  and  centralized  processing  —  the  SBA  is  also 
looking  at  other  ways  to  assure  continuing  program  q[uality. 

Last  month  Administrator  ZiSdar  and  Deputy  Administrator 
Pulley  held  a  LowDoc  program  conference  call  with  the  SBA 
District  Directors'  Council,  a  select  body  of  field  personnel 
that  consults  with  headquarters  staff  regarding  critical  policy 
issues.   This  conference  call  was  a  franX  discussion  of  the 
LowDoc  program,  its  current  status,  the  quality  of  loans  being 
made  and  the  program  changes  that  need  to  be  made  to  assure  a 
continuing  high  quality  program.   The  field  representatives 
shared  the  opinion  that  LowDoc  loan  quality  is  good-to-excellent 
and  compares  favorably  with  other  loans  being  approved  by  the 
Agency.   They  recommended  increased  training  for  lenders, 
supported  the  issuance  of  a  LowDoc  program  guide  for  lenders  and 
field  offices  that  is  now  being  developed,  and  asked  for  changes 
in  the  marketing  materials  used  for  the  program. 

In  addition,  on  Kay  24,  1995,  senior  staff  at  the  SBA  met 
with  more  than  20  lenders  and  trade  association  representatives 
to  discuss  the  LowDoc  program.  Again,  the  feedback  we  received 
was  primarily  positive.  The  lenders  and  industry  representatives 
present  at  this  meeting  all  stated  that  the  quality  of  the  LowDoc 
loans  that  they,  or  their  member  institutions,  are  approving  is 
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v«ry  high.   a«n«rally,  ^h*  r«aoma«nd«tions  aadc  by  this  group 
•cho«d  thos*  nade  by  th«  SBA  District  Director's  Council  m«Bb«rs. 
Th«y,  too,  war*  anthuaiastic  about  tha  prolan  guida  baing 
davalopad,  and  moat  alao  aupportad  incraaaad  LovDoc  spacializad 
training  for  both  landara  and  SBA  ataff.   Thay  also  racomaandad 
that  tha  Agancy  davalop  naw  narkating  natarials.  Tha  landara  and 
industry  rapraaantativaa  also  uniferaly  supported  tha 
cantralization  of  LowOoo  procaaalng. 

SBA  la  taking  tha  racoanandations  of  both  its  landing 
partners  and  ita  internal  adviaery  council  vary  aarioualy.  Tha 
new  progran  guide  is  nearly  coapleted,  and  planning  is  underway 
to  provide  intensive  training  for  peraonnal  in  the  procesaing 
centera.   In  addition,  using  tha  program  guide,  more  standardized 
lender  training  will  alao  be  developed.  Once  program 
centralization  ia  implemented/  the  SBA  will  also  develop  new 
marketing  materials  for  the  LowDoc  program. 

ADOXTXOVAL  COKCIUM  07  THB  COKMITTII 

In  addition  to  the  information  provided  above,  you  aaked 
that  we  discuss  the  performance  goals  that  are  aat  for  district 
office  directors  regarding  the  LowDoc  loan  program,  specifically 
relating  to  loans  to  minorities  and  women.  Tha  SBA  haa  not 
imposed  any  LowDoc  goala  on  its  district  offices.   Tha  phenomenal 
success  of  the  program  ia  attributable  only  to  its  appeal  aa  a 
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ffl«an»  of  n««tin9  the  r«al  oradit  n««da  of  •vail  buainaaaaa,  not 
to  any  mandatad  parfomanca  raqulrananta. 

For  fiacal  yaara  1994  and  1995,  tha  Adainlatrator  nagotlatad 
diatrlct  offica  goal*  for  tha  total  7(a)  prograa  for  loana  to 
Binorltiaa  and  woman  In  addition  to  othar  goala.  Thaaa  goala 
vara  baaad  on  tha  parcantagaa  of  ninorlty-  and  voaan-ovnad 
buainasaaa  locatad  In  aach  offiea'a  tarritory  and  on  hlatorloal 
loan  data.   I  an  happy  to  roport  that  moat  officaa  mat  or 
axcaadad  tha  goala  that  vara  aatabliahad  for  than.  You  ahould  ba 
avara,  hovavar,  that  tha  intant  of  tha  Agancy  in  aatabliahing 
thaaa  goala  vaa  to  ancouraga  aach  diatrlct  offica  to  raacb  out  to 
minority  and  woman  buainaaa  ovnara,  groupa  that  vara  not  wall- 
rapraaantad  in  tha  SBA  loan  portfolio.  Tha  cradit  critaria 
impoaad  on  loana  mada  undar  tha  SBA  program  waa  not  changad  in 
any  way  to  aaaiat  in  maating  thaaa  goala. 

You  alao  aakad  that  Z  diacuaa  tha  iaaua  of  monatary 
parformanca  bonuaaa  givan  to  diractora  baaad  on  tha  parcantaga  of 
loans.   Tha  SBA  haa  no  incontiva  plan  that  provldaa  monatary 
bonuaaa  to  diatrict  diractora  baaad  en  tha  loan  voluna  that  thay 
achiava.   Diatrict  diractora  do  racaiva  annual  parformanca 
avaluationa  at  tha  and  of  aach  fiacal  yaar,  and  may  racaiva 
bonuaaa  baaad  on  their  evarall  achiavamant  of  tha  parformanca 
atandarda  aatabliahad  for  tham,  including  achiavanant  of  program 
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goals  and  ovarall  nanayamant  p«rforaanc«.  This  practics  is  In 
kssplng  with  ths  govsrnnent-wlde  employs*  evaluation  systsm. 

THl  rUTUBl  or  THB  7(a)  paooftXM 

In  previous  tsstimony  befors  this  CoBBittse,  Adainlstrator 
Lader  describsd  the  7(a)  prograa  as  the  cornerstone  of  the 
Agency's  "access  to  credit"  portfolio.  Through  the  7(a)  prograa, 
the  Congress,  the  SBA  and  private  sector  lenders  work  together  to 
bring  loans  to  snail  business  owners  with  the  SBA  authorized  to 
provide  guarantees  on  loans  nade  by  private  lenders.   At  present 
approxiaately  7,000  ban)c9  and  non-bank  lenders  are  approved  to 
participate  in  the  SBA  guaranty  loan  program. 

The  LowDoc  component  of  the  7(a)  program  is  a  good  example 

of  the  initiatives  underway  at  the  SBA  to  make  its  loan  products 

meet  the  practical  financing  needs  of  small  businesses.  LowDoc 
typifies  the  SBA's  reinvention  strategy. 

unfortunately,  funding  the  7(a)  program  at  a  level  that  is 
adequate  to  meet  demand  has  bean  a  problem.   To  resolve  this 
dilemma,  the  Agency  haa  developed  a  plan  that  would  allow  the  SBA 
to  continue  to  serve  the  needs  of  small  businesses  across  the 
country,  while,  at  the  same  time,  reducing  the  Agency's  cost  to 
the  American  taxpayers. 
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On  March  37,  199S,  President  Clinton  announced  "atratohlng 
Taxpayer  Dollar!, "  the  second  phase  of  SBA's  reinvention,  which 
is  ained  at  stretching  taxpayer  dollars  through  four  basic 
thenes : 

The  first  theme  is  to  reduoe  the  govemaent's  cost  of  small 
business  financing  while  serving  more  customers.  The  Agency's 
proposal  includes  a  combination  of  fee  and  interest  rate  changes 
which  will  transfer  the  cost  of  the  7(a)  and  504  loans  to  the 
beneficiaries  of  these  programs  —  the  borrowers  and  the  Agency's 
lending  partners. 

The  second  theme  of  the  Agency's  plan  for  stretching 
taxpayer  dollars  has  been  to  consolidate  field  operations  and 
make  greater  use  of  public-private  partnerships. 

The  third  thene  is  to  centralize  loan  processing  to  take 
better  advantage  of  automation,  new  technologies  and  economies  of 
scale. 

The  fourth  theme  is  to  move  more  headquarters  operations 
into  the  field  where  the  rubber  meets  the  road  and  to  consolidate 
some  of  those  services. 

As  you  are  well  aware,  demand  for  the  7 (a)  program  is 
exceeding  available  appropriations.   To  stretch  available  7(a) 
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program  funding  to  iMat  proj«at«d  n««da  for  fiscal  yaar  1995,  tha 
SBA  has  implanantad  two  adninistrativa  program  changes  this  yaar. 
Bffactiva  January  1,  1995,  tha  SBA  limitad  to  $500,000  tha 
maximum  amoxint  of  most  loans  that  can  be  mada  undar  tha  7(a) 
program.   In  addition,  baginning  Kay  15,  1995,  tha  SBA  aliainatad 
most  rafinaneing  from  aligibllity  for  7(a)  program  loans. 

Tha  funding  ahortfall  problam  will  ba  addrassad  on  a  longar 
tarm  basis  undar  tha  Agancy's  "Stratching  Taxpayar  OollarS"  plan. 
A  packaga  of  raquastad  lagislativa  ohangas  naoaaaary  to  fully 
implamant  thia  plan  waa  racantly  submittad  to  Congraaa.   Thasa 
changaa  will  have  an  impact  on  many  SBA  programs  Including  tha 
7(a)  program.   The  proposed  7(a)  program  changes  are  designed  to 
reduce  the  program's  subsidy  rata  to  aero  thus  enabling  the 
Agency  to  serve  more  small  firms  and  to  provide  loans  in  slightly 
larger  amounts,  while  sxibatantially  reducing  the  program's  cost 
to  the  taxpayer. 

With  a  program  subsidy  rata  of  zero,  tha  7(a)  program  will 
be  able  to  maintain  orderly  growth  without  burdening  taxpayers 
with  any  additional  coats.   In  addition,  to  eupport  the 
Administration's  and  the  Agency's  commitment  to  credit  quality, 
the  legislative  proposal  suggests  language  to  require  the  Agency 
to  use  its  workload  standards  to  ensure  that  it  does  not  exceed  a 
loan  volume  that  it  can  prudently  administer  In  the  processing, 
servicing,  and  liquidation  functions.    The  Agency  is  alao  aaking 
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its  landing  partners  to  taka  a  nera  activa  rola  in  tha  loan 
approval,  sarviclng  and  liquidation  procaaaaa.    Tha  SBA  baliavaa 
that  incraased  lendar  participation  adds  to  tha  quality  of  tha 
loans  mada  and  dacreases  program  loaaas. 

Tha  SBA  vary  nuch  baliavaa  that  tha  LovDoo  program,  and, 
indaad,  the  whola  7(a)  landing  progran,  ara  critically  important 
to  tha  continued  gro%rth  of  small  business  in  this  country. 
Administrator  Ladar  and  all  of  ua  at  tha  SBA  hope  to  work  vary 
closely  with  Members  of  this  Committee  to  design  program  changes 
that  will  allow  ua  to  maintain  a  lending  program  able  to  meet  the 
needs  of  as  many  aaall  businesses  as  possible  within  neceaaary 
budget  constraints. 

Thank  you,  Mr.  Chairman.   That  concludes  my  prepared 
remarks.   I  will  be  glad  to  answer  any  questions  you  may  have. 
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CONGRESSIONAL  TESTIMONY 

SUBCOMMITTEE  ON  GOVERNMENT  PROGRAMS 

JUNE  28.  1995 

G<X)D  ArnERN<J(3N  THANK  Y(3U,  CHAIRMAN  T(  )RKILnSEN  AND  MEMBERS  OF  THE  tOMMnTEE,  F(  )R 
THIS  OPP'ORTUNTTY  TO  HELP  YOU  MAKE  THE  SBA  EVEN  MORE  EFFECTIVE.  WE  AT  FLAtiSHIP  BANK 
BELIEVE  THE  SBA  IS  VFTAL  NOT  ONL Y  T( )  SMALL  BUSINESSES  CfROWTH,  BUT  T( )  THE  HEALTH  OF  THE 
ECONOMY  IN  GENERAL. 

T(J  UNDERSTAND  WHY  FLAHSHIP'S  EXPERIENCE  IS  RELEVANT,  I  WILL  BRIEFLY  SI  FMMARIZE  (JUR 
APPR(JACH  T(J  SMALL  BUSINESS  LENDING  I'LL  T(JUCH  (JN  A  FEW  OF  THE  PROBLEMS  WE  FACE  EVERY 
DAY  AS  WE  LEND  TO  SMALL  BUSINESSES,  AND  IN  ANSWER  TO  YOUR  REQUEST,  I'LL  OFFER  A  FEW 
SUCRiESTIONS  (JN  MAKING  THE  SBA'S  PR(  XiRAMS  EVEN  BETTER 

I  AM  THE  SBA  Loan  Speclu-ist  for  Flagship  Bank,  which  is  based  in  Worcester, 
Massachusetts     I'm  sure  I  don't  have  to  explain  to  Chairman  Torkildsen  where 

W(  )RCESTER  is,  but  for  the  uninitiated,  we're  .n  1ST  40  MILES  WEST  OF  BOST(  )N  AND  ALS( )  LESS 
THAN  AN  HOUR'S  DRIVE  FROM  PROVIDENCE,  HARTFORD  AND  SPRINGFIELD  ANfD  WITH  A 
POPULATKJN  OF  ABOUT  170,000,  WORCESTER  IS  NEW  ENGLAND'S  SEC<JND-LARGEST  CITY.  MoKE 
THAN  9  MttXKJN  PEOPLE  LIVE  WITHIN  75  MILES  OF  OI IR  HEADQUARTERS.  CENTRAL  MASSACHUSETTS 
HAS  16,000  SMALL  BUSINESSES  AND  STRONCi  CONCENTRATIONS  (JF  BIOTECH,  PLASTICS, 
TELEC(JMMUN1CATI(JNS,  FIBER-OPTICS,  MANUFACTURINfi,  MACHINE  T(K)LS  AND  HEALTH  CARE 
C(  )MPANIES 

As  F(JR  FLACiSHlP.  WE  WERE  FOUNDED  .n  )ST  8  YEARS  AGO  AND  HAVE  GROWN  T( J  1 00  EMPLOYEES, 
5  BRANCHES  AND  ASSETS  OF  $250  MILLK  )N  WHEN  WE  OPENED  Oim  D(J(JRS  IN  1 987,  WE  WERE  THE 
FIRST  NEW  BANK  IN  WORCESTER  IN  30  YEARS.  1 ODAY,  WE'RE  THE  LAST  LfXALLY  OWNED,  PUBLICLY 
HELD  COMMERCL«iL  BANK  LEFT  IN  THE  CTTY,  AND  M(JST  Of  OUR  250  SHAREHOLDERS  ARE  LfX'AL 
RE.SIDENTS.  WE  ARE  ATRUECOMMUNTFYBANK. 
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The  recent  Recession  taught  us  a  lot  abcjut  small  business  lendinc;    We  opened  our 

DO<«S  JUST  SIX  weeks  AFTER  "BLACK  M(JNDAY,"  AND  OUR  REGION  WAS  HIT  HARD  DURING 
1 990-92  AS  YOU'LL  RECALL,  THERE  WAS  A  SEVERE  CREDIT  CRUNCH.  BICi  BANKS  WERE  FL(MTINO 
IN  RED  INK,  AND  BIG  BUSINESSES  WERE  BLEEDING  J(JBS  OUR  STATE'S  THIRD  LARGEST  BANK  WENT 
UNDER.  In  W(»CESTER,  UNEMPLCiYMENT  T(  )PPED  1 0  PERCENT  -  25,000  WORKERS  L(  )ST  THEIR  JOBS, 
AND  1  JOB  IN  EVERY  6  DISAPPEARED.  BUT  SMALL  COMPANIES  PULLED  US  THROUGH  -  THEY  CREATED 
100  PERCENT  OF  ALL  NEW  JOBS.  EVEN  SO,  MANY  COULDN'T  GET  FINANCING.  SO  WE  AT  FLAG.SHIP 
BEGAN  TO  TAKE  A  NEW  L(XJK  AT  AN  (JLD  PRCXiRAM,  SB  A  CiUARANTEED  L(  )ANS 

TCJDAY,  BICi  BANKS  ARE  LENDING  AGAIN,  BUT  THEY'RE  AL.SO  C(JN.S()LIDATING.  IN  OUR  MARKET,  WE 
COMPETE  AGAIN.ST  SOME  OF  THE  NATION'S  LAR(iE.ST  BANKS,  BANK  OF  BOSTON.  AND  FLEET,  WHICH 
AS  YOU  KNOW,  HAS  JUST  PURCHASED  SHA WMUT  BANK    THE  "MEGA-BANKS"  HAVE  SWALL(  )WED  UP 

most  of  the  small  lfxal  banks  -  the  traditkjnal  small  business  lenders  in  our  area. 

This  situation  leaves  a  niche  wide  <jpen  fcjr  community  banks  who  are  ea(!ER  to  lend  to 
small  businesse.s.  even  to  pr()misin(i  start-ups  but  the  key  factor  here  is  risk.  smaller 
banks  with  limited  capital  need  a  partner  like  the  sba.  in  searching  f(jr  ways  t(j 
reduce  our  risk  when  lendinc  i  to  small  companies,  we  lcxjked  a(iain  at  the  sba  loan 

PR(X;RAM,  WHICH  WE  FELT  WAS  BASICALLY  A  ( H  X  )D  PR<  X  iRAM  WITH  "BAD  PACKAC  ilNG. "  WHILE  THE 
GUARANTEED L<JAN  PORTKJN  IS  ATTRACTIVE,  WE  FOl.n4D  THE  SBA  PRfXESS  FRUSTRATING  FOR  BCJTH 
BANKS  AND  BI ISINESSES,  BECAI ISE  IT  WAS  TOO  LENGTHY,  TOO  COSTLY  AND  TOO  CONFUSING. 

T( )  STREAMLINE  THE  PR(X.ESS,  WE  FORMED  ( )UR  OWN  SBA  EXPRESS  LOAN  CENTER  WE  HAVE 
REDUCED  THE  PAPERW(  )RK,  ELIMINATED  THE  APPLICATK  )N  AND  PR(X;ESSING  FEES,  WHICH  SAVES  THE 

BORROWER  $1,500,  AND  AS  AN  SBA  Preferred  Lender,  WE  (JFFER  l -day  approvals.  Most 

IMPORTANTLY,  WE  ARE  PERHAPS  THE  FIRST  AND  (JNLY  BANK  IN  THE  C(  )UNTR Y  T( )  PAY  THE  SBA'S 
2%  GUARANTEE  FEE  FCJR  CJUR  CUSTCJMERS,  SAVING  THEM  UP  TO  $  1 5,000.  OTHER  BANKS  RC  )l TTINELY 
PASS  THIS  FEE  ON  TO  THE  BORRCJWER.      WE   WANT  A  LCJNCi-TERM  RELATIONSHIP  WITH  Oim 


CUSTOMERS  AND  ARE  WILUNC.  TO  ACCEPT  LESS  PROFIT  IN  ORDER  TO  OET  IT. 

We  ALSO  GUIDE  OUR  SMALL  C(3MPAN1ES  T<  J  OTHER  SOURCES  OF  CKDVERNMENT  FINANCINO,  SUCH  AS 
THE  FARMERS  HOME  ADMINISTRATION.  EXIM  BANK  FlNANCIN(i  AND  THE  ECONOMIC 
DEVELCJPMENT  SET-ASIDE  PRfXrRAM 

The  response  to  our  SBA  Express  Loan  Center  has  been  (jverwhelminc i.  Six  mcjnths 

AFTER  ITS  INCEPTION  IN  APRIL.  1993,  WE  WERE  THE  #1  SBA  LENDER  DM  MASSACHUSETTS.  WE 
WERE  INVITED  TO  THE  WHTTE  HOUSE  IN  MAY,  1993  TO  BRIEF  THE  PRESIDENT'S  ECONOMIC  TEAM 
AND  OUR  SBA  PRtXiRAM  AL.S(J  W(JN  THE  BANK  MARKETING  ASS(X'IATION'S  TOP  AWARD  IN  1994. 
Our  bank  president,  D<iNALD  MCG<JWAN,  WAS  NAMED  THIS  YEAR'S  SBA  NATIONAL  FINANCIAL 
SENIOR  ADVfXATE  (JF  THE  YEAR 

Our  SBA  LENDDMC;  has  created  (  )R  retained  mo-re  THAN  3,500  JCJBS.  We  HAVE  WRITTEN  MORE 
THAN  200  SBA  LOANS  T(iTALIN(i  MORE  THAN  $50  MILLION.  OUR  SMALLE.ST  LOAN  WAS  $9,000  TO 
A  MIN(  )RITY-OWNED  CLCJTHING  .STORE,  AND  OUR  LARfiE.ST  L(JAN,  THE  MAXIMI IM  ALU  )WED,  WENT 
T(J  AN  INJECTION  MOLDINCi  CCJMPANY  OTHER  L(JANS  HAVE  CH)NE  T(J  HAIR  SALONS,  FURNITURE 
STORES,  ART  GALLERIES,  WH(  )LESALE  LI  IMBER  C(  )MPANY,  PAINT  STORES,  B(X  )K  ST(  )RES,  AND  MANY 
HAVE  GONE  TO  TRADITIONAL  MANUFACTURERS. 

I'LL  OFFER  ONE  QLHCK  CASE  H1ST(3RY  TO  SHOW  HOW  SBA  LENDING  CAN  MAKE  A  DIFFERENCE 
TaTNUCK  BCXJKSELLER  was  AN  INDEPENDENT  C(JRNER  B(KKST(3RE  FACING  CHAIN  STORE 
COMPETITION  FR(iM  "CATEGORY  KILLERS"  LIKE  BARNES  &  NOBLE.  DURING  THE  HEUiHT  (JF  THE 
RECESSION,  TaTNUCK  B0<JKSELLER  WANTED  T(J  QUADRUPLE  ITS  SPACE  BY  RENOVATING  A  NEARBY 
ABANDCiNED  FACTORY  BUILDING  AND  INCLI  IDIN(  i  A  1 25-SEAT  RESTAURANT  WITHIN  THE  B(  K  JKSTORE. 

The  financing  package  we  arranged  for  Tatnuck  included  an  SBA  504  ujan  for  $1 

MILLION,  WHICH  COVERED  THE  PURCHASE  AND  RENCJVATION  OF  THE  FACT<JRY  BUILDING,  AND  A 
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second  ujan,  an  sba  7a  for  $270,000  to  ukirade  the  computer  system,  and  to  buy 
furnmjre,  equipment,  fixtures  and  additional  inventory. 

Today,  three  years  later,  Tatnuck  Bookseller  Marketplace  is  a  tremendous  success. 
With  (  jver  5  miles  of  B(  xiks,  it  is  n(jw  the  state's  largest  independent  B(  x  ikstc  )RE,  and  has 
becxjme  an  official  Massachusetts  tourist  information  center.  More  imkjrtantly,  more 
than  1 00  jobs  were  created  due  to  SBA  financing. 

Based  on  our  experience  as  SBA  Lenders,  I'd  like  t(j  offer  a  few  recommendatkjns  and 

SUC^iESTIONS  TO  THE  COMMITTEE; 
The  SBA  SH(Jl.n,D: 

1 )  Stick  to  the  Bread  and  Butter- 

THESE  "bread  AND  BUTTER"  LCJANS  -  THE  7A  AND  504  PRCXiRAMS  ARE  TRIED  AND  TRUE,  HAVE 
WIDE  ACCEPTANCE  AM(iNG  B(3RROWERS  AND  LENDERS.  AND  WILL  CONTINUE  TO  BE  EFFECTIVE  IN 
CREATING  JOBS. 

The  SBA  SH(JULD: 

2)  Make  Banks  Toe  the  Line- 

irs  a  privilege  and  and  h(jn(jr  t( )  be  an  sb  a  certified  or  preferr£d  lender  -it  means  you 
have  earned  the  trust  (jf  your  chjvernment  -  and  banks  sh(juld  w(irk  hard  to  keep  these 
deskinations.  a  bank's  loan  l(  )ss  experience  and  ai idit  results  should  be  track£d  by  the 

SBA.  If  a  BANK  D<  )ESN'T  PERF( JRM,  OR  IF  ITS  L(JSSES  ARE  HIGHER  THAN  THEY  SHCJULD  BE,  THE  SBA 
SH(JULD  REDUCE  THE  BANK'S  STATOS.  OR  TAKE  IT  OUT  (JF  THE  (iUARANTEED  L(JAN  PR(XiRAM 
ENTIRELY  THE  M(  )R£  RESP(JNSIBIL1TY  THE  SBA  PI  ITS  (JN  BANKS,  THE  HIGHER  THE  QUALITY  OF  THE 
ENTIRE  PRCXiRAM. 
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The  SBA  should 

3)  Get  Rid  of  the  Pre-Qualify  Program- 

This  program,  we  believe,  is  a  duplication  <jf  eff(jrt  and  represents  little  more  than 

WINDOW  dressing  OFTEN.  LOANS  COME  BACK  PRE-QUALIFIED  OR  APPROVED  THAT  ARE  NOT 
CREDIT- W(JRTHY.  AND  M(JRE  TIME  CAN  BEEN  SPENT  (JN  (JNE  PRCJBLEM  LOAN  THAN  ON  10  CKX)D 

LOANS.    Banks  are  not  willing  t(j  write  a  loan  purely  because  it  has  a  guarantee 

ATTACHED.   OTHER  ISSUES  COME  INTO  PLAY,  SUCH  AS  TIME  AND  C(JST  OF  COLLECTK )N.  ALTHOIK iH 
WE  I.INDERSTAND  THE  MOTIVATKJN.  WE  BELIEVE  THERE  IS  LITTLE  TO  N(i  ADVANTAGE  FOR  THE 
BORROWER  OR  THE  BANK . 
THE  SBA  SHOULD 

4)  Have  loan  authority  transferred  to  SBA  from  programs  it  assumes  -  si  jch  as  the 

export  PRfXjRAM  FROM  EXIM  BANK  THE  LOAN  AUTHORrTY  FOR  THIS  I'R(KiRAM  SHOULD  BE 
TRANSFERRED  T( )  THE  SBA 

THE  SBA  SH(JULD 

5)  Keep  FEES  LOW - 

If  FEES  BECOME  T<X)  HIGH.  THEY  WILL  KILL  THE  ENTIRE  PR(K!RAM  THE  FEE  INCREASES  CimRENTLY 
l'R( )P( )SED  F( )R  THE  SBA  7-A  PR( K iRAM  AM( HINT  TO  A  SMALL  BUSINESS  TAX  AND  WILL  THREATEN 

THE  PR(  )c;ram's  si  iccess.  And  it  is  a  si  iccess  --  it  creates  .iobs.  If  a  c( )mmi  inity  bank  like 

OURS  CAN  create  OR  RETAIN  3.500  .IOBS  IN  A  CITY  LIKE  WORCESTER  THROUGH  SBA  LENDINCi. 
think  WHAT  CAN  HAPPEN  ACROSS  THE  COUNTRY"  IF  YOU  ARE  PROPOSING  THESE  NEW  FEES  T(J 
RAISE  MONEY  -  FIND  ANOTHER  WAY  WE  MUST  NOT  HAVE  ANOTHER  CREDIT  CRUNCH,  AND  IF 
THE  SBA  ALTERNATIVE  BECOMES  T(X )  C(  ).STL Y  DUE  T( )  EXCESSIVE  FEES.  THIS  IS  EXACTLY  WHAT  WILL 
HAPPEN    And  small  COMPANIES  AND  THE  AMERICAN  PE(JPLE  WILL  BE  THE  L(  )SERS 

We  W(  )UU)  (JPT  M(  )R£  for  L(  jWERINC;  the  ( il  IARANTEE  percentages,  PARTICI  ILARLY  ( )N  THE  L(  )W 
Doc  PR<XiRAM.  AND  SPREADIN(i  SOME  OF  THE  FEES  (JVER  THE  LIFE  OF  THE  LOAN  IT'S  ENTIRELY 
REAS(JNABLE    THAT    LOAN    PRCXiRAMS    REQUIRINCi    LESS    PAPERWORK    SHOULD    (JFFER    UJWER 
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GUARANTEES  THAN  PR(  XIRAMS  WHICH  ARE  MORE  LAB(JR-INTENSIVE.  IN  CONJI INCTK  )N  WITH  THIS, 
THE  SBA  SHOULD  SPEED  UP  ITS  FAST  TRACK  PR(  K3RAM,  WHICH  PROVIDES  A  50%  GUARANTEE  AND 
ALLOWS  A  BANK  TO  USE  ITS  OWN  D(X.UMENTATION. 

In  conclusion,  I'd  like  to  applaud  the  SBA  for  its  recent  efforts  to  beccjme  mcjre  user 

FRIENDLY,  AND  TO  STREAMLINE  THE  LOAN  CiUARANTEE  PR(X:ESS.  TW(J  tKJ(JD  EXAMPLES  ( )F  THIS 
ARE  THE  LOW  DOC  PR(XiRAM  AND  THE  PLP  PRfXESSING  CENTER.  WE  IN  BANKING  ARE  AWARE 
THAT  AS  THE  SEA'S  STAFF  HAS  BEEN  REDUCED,  PRCXIRAMS  HAVE  INCREASED  AT  A  PHENOMENAL 
PACE,  PUTTING  A  STRAIN  (3N  THE  AGENCY  AS  A  WHOLE.  THE  SBA  STAFF  IN  BCJSTON  THAT  WE 
WORK  WITH  HAVE  PERFORMED  ADMIRABLY  UNDER  THESE  CONDITKJNS. 

FLAGSHIP'S  EXPERIENCE  WITH  THE  SBA  HAS  BEEN  A  VERY  CHX)D  ONE  --  WE  FIND  THE  AGENCY 
EXTREMELY  REASONABLE,  YET  IT  NEVER  HAS  BEEN  A  "Rl  reBER  STAMP,"  -  THERE  ALWAYS  SEEMS  T<J 
BE  A  .SENSE  OF  GIVE  AND  TAKE  F(JR  US,  THE  SBA  IS  A  PERFECT  PARTNER  IN  SMALL  BUSINESS 
LENDING,  A  PARTNER  THAT  HELPS  US  COMPETE  WITH  BILLKJN  D<JLLAR  BANKS,  AND  MORE 
IMPfJRTANTLY,  A  PARTNER  THAT  HELPS  OUR  SMALL  BUSINESS  CUST(  )MERS  CREATE  J(JBS. 
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Mr.  Chairman  and  distinguished  members  of  this  Committee,  it  is  a 
pleasure  for  me  to  appear  before  you  to  discuss  the  Small  Business 
Administration's  7(a)  guaranteed  loaji  progremi.  I  am  here  today  in  my 
capacity  as  the  President  and  CEO  of  the  National  Association  of 
Government  Guaranteed  Lenders  (NAGGL),  the  trade  association 
representing  the  SBA  7(a)  lending  industry.  Our  700  members  account  for 
approximately  70%  of  all  the  SBA  7(a)  loans  that  are  approved  annually. 

Over  the  past  several  years,  the  SBA  and  the  lending  conmiunity  have 
provided  record  emiounts  of  capital  to  the  small  business  community.  This 
pubUc/ private  partnership  has  done  an  excellent  job  in  bridging  the  capital 
gap  for  small  businesses;  but  there  is  still  much  to  do. 

We  all  recognize  that  small  businesses  eire  an  important  part  of  the 
overall  effort  to  create  and  sustain  a  pattern  of  steady  economic  growth  and 
job  creation.  Without  the  success  of  small  business,  this  country  will  not 
have  sustained  and  widespread  economic  vitality.  And  without  long-term 
capital,  small  businesses  csmnot  start,  grow  and  prosper,  and  create  jobs. 

Bank  loans  continue  to  be  the  most  common  source  of  financing  for 
small  businesses.  But  bank  lenders  simply  cannot  make  large  volumes  of 
long-term  loans,  the  kind  most  needed  by  small  businesses,  when  their 
funding  source  is  short  term  deposits.  In  other  words,  you  do  not  borrow 
short  to  lend  long.  This  creates  a  capital  gap  for  small  businesses  who  need 
longer-term  capital. 
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These  last  statistics  illustrate  the  purpose  and  importance  of  the  SBA 
loan  programs.  The  GAO  reports  that  banks  made  approximately  $100  billion 
in  loans  to  small  businesses  (defined  as  loans  of  $1  million  or  less),  with  only 
16%,  or  $16  billion,  having  a  maturity  over  one  year.  The  SBA  made 
approximately  $8  billion  in  7(a)  losms,  with  an  average  maturity  of  eleven 
years,  and  approximately  $2  billion  in  504  program  first  mortgage  loans,  with 
a  minimum  maturity  of  10  years.  That  is  $10  billion  in  long  term  credit, 
provided  through  the  SBA  program,  out  of  $16  billion  in  bank  C&I  lending,  or 
approximately  60%.  As  you  can  see.  the  SBA  through  its  loan  programs,  is 
the  major  provider  of  long-term  credit  for  small  businesses. 

During  the  past  decade,  reforms  in  SBA's  loan  programs  have 
dramatically  improved  the  efficiency  of  the  7(a)  program  and  sharply  reduced 
default  and  loss  rates.  For  instance,  the  SBA  has  streamlined  its  operations 
through  the  use  of  centralized  business  loan  service  centers  and  a  centrsdized 
preferred  lender  loan  processing  center.  These  efforts  should  create  economies 
of  scale,  while  at  the  same  time  improving  consistency  and  improving  the 
service  to  small  businesses.  Today  the  SBA  7{a)  program  is  a  model 
pubUc/private  partnership  that  significantly  leverages  the  government's  smedl 
investment  in  this  program. 

In  my  letter  of  invitation.  I  was  asked  to  comment  on  SBA's  LowDoc 
Loan  Program.  As  an  overall  position  on  this  program,  and  the  other  lending 
programs  at  SBA.  NAGGL  believes  that,  to  past  the  test  of  time,  the  SBA  loan 
programs  must  be  done  in  a  quality  fashion. 
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rather  than  later.  We  also  do  not  believe  that  an  adequate  test  of  portfolio 
performance  is  a  short-term  delinquency  test.  (Please  note  that  over  75% 
of  all  LowDoc  loans  have  been  made  in  the  8  1/2  months  of  this  fiscal  year.) 

After  the  NAGGL  convention  Jind  Wall  Street  Journal  article,  the  SBA 
agreed  to  review  the  LowDoc  program.  On  June  6,  1995,  the  SBA  held  a 
meeting  in  Washington,  DC  with  industry  representatives.  I  was  in 
attendance  and,  in  my  opinion,  was  a  good  discussion  of  the  LowDoc 
program,  potential  problems,  and  ideas  for  improvement.  Some  of  the 
issues  discussed  included: 

•  The  number  of  new  lenders  participating  with  the  SBA  in  the 
LowDoc  program; 

•  The  level  of  training  necessary  for  participation,  both  for  the  SBA 
loan  officer  and  for  the  private  sector  lender; 

•  Are  lenders  receiving  adequate  reviews,  both  in  number  and  in 
scope; 

•  CentTedizing  the  LowDoc  application  process; 

•  Program  parameters  that  are  impacting  the  credit  decision  (i.e. 
lenders  are  reluctant  to  take  real  estate  as  collateral  since  they 
cannot  csill  on  SBA  for  the  guarantee  until  all  collateral  is  fully 
liquidated); 

•  Create  uniform  underwriting  standards  via  a  program  guide. 
(NAGGL  received  a  first  draft  of  such  a  guide  on  June  26.  1995.) 
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One  initiative  SBA  has  proposed  is  to  centralize  the  loan  application 
process  into  three  sites:  Sacramento,  California;  Madison,  Wisconsin;  and 
Melville,  New  York.  Based  on  the  successes  of  the  servicing  center  in  Fresno 
cind  the  PLP  center  in  Sacramento,  NAGGL  supports  this  proposal. 

The  SBA  Office  of  Financial  Assistance  has  already  outlined  a  change 
which  will  transfer  management  of  the  LowDoc  eind  Commerciad  Servicing 
Centers  to  the  Associate  Administrator  for  Fineincial  Assistance.  (Previously 
the  PLP  and  Fresno  Centers  reported  to  the  local  district  director.)  This 
change  eliminates  the  conflict  that  existed  when  field  offices  had  to  report  to 
both  line  and  program  officials.  Because  the  LowDoc  Centers  would  process 
an  exceptiongd  nvmiber  of  loan  transactions,  it  is  unrealistic  for  program 
officials  to  metnage  the  routine  coordination  of  workload.  Since  the  PLP 
processing  Center  has  proven  effective  in  processing  a  high  volume  of  loan 
treinsactions,  and  given  their  proximity  to  the  Fresno  Servicing  Center,  that 
would  be  a  sensible  place  to  locate  operational  coordination  for  the  three 
processing  centers. 

NAGGL  £dso  proposes  that: 

•  SBA,  in  conjunction  with  the  private  sector,  quickly  complete  the 
LowDoc  program  guide; 

•  As   part   of  the   guide,   require   lenders   to   use   their  standard 
underwriting  procedures  for  LowDoc  loan  applications; 
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Mr.  Chairman,  thsink  you  for  your  interest  in  the  SBA  7(a)  login 
progrcum,  eind  thank  you  for  the  opportunity  to  testify  today.  I  would  be 
happy  to  suiswer  any  questions. 
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NAGGL  Technical  Issues  Committee 
Low  Doc  Loans  Survey  ~  Revised  5-26-95 

1 .  Approximately  how  many  Low  Doc  loan  applications  has  your  institution 
submitted  for  SBA  approval  in  the  last  three  months? 

Q  1-550%  (107)      Q6-1027%(59)      Q  1 1-15  12%(26)    Q  16+ 11% (23) 

Of  the  loan  applications  submitted,  how  many  were  turned  down? 

a  0  82%  (179)         □  1-5  18%  (40)        Q  6- 10  0%  (0)  □11-15  0%  (O) 

2.  Has  your  SBA  district  oflice  provided  detailed  instructions  or  trsdning  on  the 
parameters  of  the  Low  Doc  loan  progremi.  how  to  complete  the  proper  forms,  smd 
the  proper  procedure  for  submitting  a  Low  Doc  loan  application? 

□  Yes  92%  (216)  □  No  8%  (18) 

3.  Has  your  SBA  district  office  provided  responses  within  three  days  on  completed 
Low  Doc  loan  applications  submitted  in  the  last  three  months? 

□  Yes  41%  (92)  □  No  59%  (i3i) 

How  many  losm  requests  did  not  receive  responses  within  three  days? 

□  1-5  61%  (85)        □  6-10  23%  (32)      □  11-15  7%  (10)       □  16+  9%(i2) 
How  many  days,  on  average,  does  it  take  to  receive  responses? 

a4-7  44q<,,55)    □8-1121%(27)    □  12-15  16%(20)    □  16-19  7% (9)   □  20+  12% (15) 

4.  If  you  have  not  received  responses  from  your  SBA  district  office  on  Low  Doc  loan 
applications  within  three  days,  please  explain  your  experiences  In  detail. 

See  Comments  Report. 

5.  How  would  you  characterize  your  SBA  district  office's  performance  In  processing 
Low  Doc  loans? 

□  Excellent  34%  (76)        □  Good  45%  (loi)  □  Fair  14%  (33)       □  Poor  7%  (16) 
Additionad  Comments  See  Comm.ents  Report. 

6.  Would  your  institution  participate  in  the  Low  Doc  program  if  the  guaranty 
percentage  was  less  thain  90%? 

□  Yes  65%  ( 1 45)  a  No  35%  (78) 

If  yes,  what  would  be  the  lowest  guaranty  percentage  at  which  your  institution 
would  continue  to  pcirticlpate? 

□  85%  8%  (10)        □  80%  39%  (52)       □  75%  36%  (48)       □  -75%  17%  (23) 
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March  10.  1995 

Dcryl  K.  Schuster 

President 

Central  Division 

121  W.  Dewey.  Suite  210 

Wichiu,  K5  67202 

Dear  Mr.  Schuster: 

Thank  you  for  your  recent  letter  regarding  the  SBA's  7(a)  loan  guarantee  program.  It  is 
very  important  for  us  to  hear  from  our  member.';  and  of  their  concem.<i. 

As  you  mentioned,  the  NPI6  has  not  included  any  literature  on  the  7(a)  loan  program  in 
our  1995  White  House  Conference  on  Small  Business  materials.  The  is.<iues  included  in  our 
agenda  are  ones  our  membership  indicated,  through  special  polls,  that  were  the  most  important 
to  them.  This  does  not  ntcan  we  feel  the  SBA's  7(a)  loan  guarantee  program  is  not  worthwhile. 
We  strongly  support  this  program,  and  could  not  agree  with  you  more  in  terms  of  its  importance. 
While  we  feel  there  is  a  tremendous  need  for  government  down-sizing,  this  program  is  one  we 
will  fight  to  preserve.  ' 


Please  be  assured  NFIB  is  fighting  to  protect  your  best  intere.<;L<;  and  those  of  America's 
most  endangered  species  -  small  business.  Tf  you  have  further  questions,  please  do  not  hesitate 
to  contact  our  office. 


Sincerely, 

v^ack  Paris 
President 


JF:ks 


(500  .Maryland  .\w:  SW,  Suite  700  -  Wishlnpon,  IX  20024  .  202-554-9000  •  f=M  2a2S54  CHV6 
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COMMERCIAL  AMERICAN  SOFTWARE 

1 2047  STROUD  DRIVE  HOUSTON.  TEXAS  77072 

71 3-530-3922  FAX  71 3-933-2371 

MEMBER: 

NATIONAL  ASSOCIATION  OF  GOVERNMENT  GUARANTEED  LENDERS 

NATIONAL  ASSOCIATION  OF  SOFTWARE  DEVELOPERS 


May  16.  1995 


Mr.  Tony  Wilkinson 

President 

NAGGL 

P.  O.  Box  332 

Stillwater,  Oklahoma  74076 

Dear  Tony: 

I,  like  a  great  number  of  SBA  Lenders,  am  quite  concerned  about  the  credit  quality 
of  loans  being  made  in  the  Low-Doc  program. 

In  a  new  lending  program,  such  as  Low-Doc,  it  always  takes  between  two  and  three 
years  before  the  level  of  losses  will  become  evident.  The  Low-Doc  Program  did  not 
become  a  National  Program  until  June  of  1994;  therefore,  we  should  not  expect  the 
level  of  losses  to  become  evident  before  June  of  1996. 

I  have  talked  with  numerous  Lenders  concerning  the  Low-Doc  program,  and  without 
exception  everyone  thinks  it  has  been  poorly  handled  from  the  beginning.  The 
comments  you  mentioned  in  your  memo  are  typical  of  the  comments  I  have 
received. 

There  is  another  very  important  part  of  the  equation  that  has  not  been  discussed 
openly,  and  it  deals  with  the  personnel  in  the  local  SBA  District  offices.  Many  in  the 
District  offices  feel  that  the  Low-Doc  program  was  not  well  conceived  and  then  was 
thrust  down  their  throats,  without  the  opportunity  for  proper  input  and  adjustment.  I 
get  the  feeling  from  a  number  of  offices  that  they  are  under  pressure  to  approve 
loans  and  quality  is  not  considered  as  important  as  it  once  might  have  been. 

I  believe  that  you  and  the  Board  Members  of  NAGGL  are  right  when  you  express 
concern  about  the  possibility  of  potentially  large  numbers  of  problem  loans  and 
unacceptable  losses.  Is  it  too  late  to  stop  the  locomotive?  My  guess  is  Yes. 

From  all  appearances,  the  current  SBA  administration  is  seeking  to  make  easier 
credit  available  to  a  greater  number  of  unqualified  small  businesses.  I  do  not  think 
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MEMO 

TO:  Tony  Wilkinson 

FROM:  Didi  Beagles 

DATE-  May  16,  1995 

RE:  Your  observation  on  Low-Doc  SBA  Lending  Program 


I  am  the  Director  of  our  Financial  Services  Division  which  is  devoted  to 
arranging  financing  for  businesses  (primarily  manufaaurers)  along  Florida's 
west  coast.    Occasionally,  we  have  the  arranged  financing  which  was 
guaranteed  under  the  7(a)  SBA  Program. 

As  a  former  Bank  Examiner  (Federal  Reserve  Bank  of  Atlanta),  a  Loan 
Review  Officer  of  a  large  Florida  bank,  and  as  the  Director  of  Financial 
Services  for  the  firm,  I  have  seen  a  lot  of  loans  and  loan  policies  -  good 
and  bad.    I  am  in  complete  agreement  with  your  observations  on  the  Low- 
Doc  Program  and  the  consequences  that  could  befall  the  SBA  as  a  result  of 
future  credit  problems.    The  Wall  Street  Journal  article  was  indeed  timely 
as  it  coincided  with  a  regional  SBA  lenders  conference  last  week  in 
Clearwater,  FL  which  I  attended. 

You  are  to  commended  for  speaking  out  at  this  time! 


HEVIA,  BEAGLES  &  COMPANY,  P.A. 

Suite  1402,  1 1 1  Second  Avenue  N.E. 

St.  Petersburg,  FL   33701-3443 
8 1 3^9S-2727     FAX:  8 1 3-823-5404 
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U.S.  Smalu  Business  Administration 

V 


Washincton.  D.C.    2041«  \  ]g$yj 


May  25.  1995 

Mr.  Anthony  R.  Wilkinson 
President 

National  Associate  of  Government 
Guaranteed  Lenders.  Inc. 
P.O.  Box  332 
Stillwater,  OK  74076-0332 

Dear  Mr. Wilkinson: 

The  U.S.  Small  Business  Administration  (SBA)  wiH  be  holding  a  meeting  to  discuss  the 
LowOoe  program  on  Tuesday,  June  6.  1996.  from  1:30  to  5:00  p.m..  In  the  Agency's 
Sth  floor  conference  room  at  our  headquarters  location  at  409  3rd  Street.  S.W., 
Washington,  D.C. 

As  you  are  undoubtedly  aware,  use  of  the  LowDoc  program  has  been  unprecedented. 
Because  of  this,  concerns  have  been  expressed  about  the  possible  long-term  impact  that 
the  LowOoc  program  may  have  on  7(a)  program  funding  and  portfolio  quality. 

The  SBA  is  closely  monitoring  the  quality  of  LowDoc  program  loans  including  visiting  some 
of  our  lenders  and  carefully  tracking  early  loan  performaiKse  figures  by  comparing  LowOoc 
figures  to  those  for  non-LowDoc  loans  made  during  the  same  period.   However,  we  want 
to  make  sure  that  we  address  any  issue  that  may  adversely  affect  portfolio  quality. 

Therefore,  we  are  inviting  a  small  number  of  lenders  and  industry  representatives  to 
discuss  the  LowDoc  program.   We  are  particularly  interested  in  identifying  areas  of 
concern  that  SBA  should  examine  in  determining  the  direction  that  the  LowDoc  program 
should  take  in  the  future.  We  hope  that  you  or  your  designee  will  be  able  to  join  us  in  this 
Important  discussion. 

Space  for  the  meeting  is  extremely  limited,  so  please  R.S.V.P.  by  calling  Shawn 
McKeehan,  (202)  205-6490,  no  later  than  the  close  of  business  May  31,  1995. 

We  look  forward  to  seeing  you. 

Sincerely, 


^^^C- 


in  R.  CoJ 
(ssociata  Administrator  for 
Financial  Assistance 


■  ^^M  »i>i>Mt  M  0Mrf>m  rwm 
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LOWDOC  SURVEY  REPORT 


INTRODUCTION 


he  Office  of  Marketing  and  Customer  Service  has  surveyed  3,000  of  the  U.S.  Small 
Business  Administration's  Low  Documentation  Loan  Program  recipients.  The  goal  of  the 
survey  is  to  provide  the  Office  of  Financial  Assistance  with  a  quantitative  evaluation  of  what  our 
customers  liked  and  didn't  like  about  the  LowDoc  Program.  OFA  intends  to  use  this  information  to 
make  the  program  more  efficient  and  user  friendly:  the  SBA's  marketing  staff  will  use  it  to  assess  and 
redefine  the  LowDoc  marketing  strategy. 


THE  SURVEY 


he  Office  of  Marketing  and  Customer  Service's  Market  Research  Division  developed  the 
initial  questionnaire  content  and  format.  Additional  input  for  the  design  and  content  of  the 
questions  was  solicited  from  several  sources,  including  the  Office  of  the  Administrator  and  the  Office 
of  Financial  Assistance.  In  order  to  achieve  a  high  rate  of  response,  the  questionnaire  was  designed  to 
be  easy  to  answer  and  convenient  to  return.  The  survey  requested  information  regarding  past  financing 
experiences  versus  borrowing  via  the  LowDoc  Program,  customer  satisfaction,  customer  service, 
servicing  times  and  approval  times.  It  also  solicited  opinions  regarding  the  process  and  included 
questions  to  gather  demographic  data  about  the  participants. 


Internal  approval  for  the  survey  instrument  was  received  from  the  Office  of  the  Administrator 
on  September  1,  1994,  and  Standard  Form  83,  along  with  a  supplementary  supporting  statement,  was 
signed  on  September  22,  1994.   This  information  was  submitted  for  approval  at  the  Office  of  Man- 
agement and  Budget  on  September  26,  1994.  Notification  of  OMB  approval  was  received  by  the 
SBA's  Office  of  Marketing  and  Customer  Service  on  November  9,  1994.  The  final  item  to  complete 
the  mailing  package  (a  LowDoc  logo  window  decal)  was  received  the  week  of  January  9,  1995.  The 
survey  was  mailed  to  the  participants  on  January  20,  1995,  along  with  a  letter  from  the  Deputy  Ad- 
ministrator explaining  its  purpose  and  importance.  The  Office  of  Financial  Assistance  randomly 
selected  3,000  LowDoc  loan  recipients  to  participate  in  the  survey.  This  represented  50  percent  of  the 
total  universe  of  LowDoc  loan  recipients  at  the  time  of  the  survey.  Through  the  Office  of  Administra- 
tive Services,  the  Office  of  Marketing  and  Customer  Service  provided  each  participant  with  a  signed 
letter  from  the  Deputy  Administrator  (APPENDIX  A),  a  copy  of  the  survey  questionnaire  (APPEN- 
DIX B),  a  postage-paid  return  env&lope,  and  a  window  decal  of  the  LowDoc  logo.   , 


SBA  LowDoc  Surx'ey  Report  I 


80 


The  recipients  were  asked  to  complete  and  return  the  survey  by  February  7,  1995,  and  an 
internal  deadline  for  receipt  of  all  surveys  was  set  for  March  10,  1995.  Of  the  3,000  surveys  initially 
mailed,  a  total  of  2,879  surveys  were  delivered;  121  were  returned  as  undeliverable.  At  the  March  10 
cut-off  date,  1,325  responses  to  the  survey  had  been  received.  This  represented  a  total  response  rate  of 
46.02  percent  (l,325/2,879=.4602)  of  the  surveys  delivered  and  22.08  percent  (l,325/6,000=.2208)  of 
all  LowDoc  loan  recipients. 


FINDINGS 


wo-thirds  of  the  respondents  indicated  that  LowDoc  was  their  first  commercial  loan,  while 
I  almost  a  quarter  of  them  said  they  had  been  denied  loans  of  a  similar  size  and  for  similar  pur- 
poses in  the  past.  However,  only  5  percent  of  the  respondents  had  been  unsuccessful  in  obtaining  an 
SBA  loan  guaranty  at  some  point  in  the  past.  The  most  common  reasons  given  to  participants  that  had 
previously  been  denied  a  loan  were  that  they  lacked  equity,  had  no  track  record,  or  were  deemed  to 
have  an  inadequate  repayment  capacity. 

Almost  84  percent  of  the  respondents  said  that  the  LowDoc  loan  procedure  was  as  simple  or 
simpler  than  they  had  expected  or  had  previously  experienced.  Eighty-eight  percent  found  it  to  be  as 
convenient  or  more  convenient  than  had  expected  or  previously  experienced.  Eighty  percent  thought 
that  it  required  the  same  or  less  documentation  than  expected  or  previously  experienced.  Seventy- 
eight  percent  said  the  time  it  took  to  receive  approval  of  their  loan  was  about  the  same  or  shorter  than 
what  they  expected  or  experienced  in  the  past. 

In  the  survey,  loan  approval  time  was  the  cumulative  time  for  both  the  SBA  and  the  participat- 
ing lender  to  process  the  loan  and  grant  approval.  No  distinction  was  made  between  SBA's  processing 
time  and  the  lender's  processing  time.  When  asked  about  specific  approval  times,  28  percent  of 
respondents  said  they  received  loan  approval  in  seven  days  or  less,  with  54.5  percent  reporting  loan 
approval  in  under  15  days.  However,  the  largest  individual  group,  representing  32.1  percent  of  the 
respondents,  reported  that  loan  approval  took  longer  than  20  days. 

The  SBA  received  very  high  marks  for  customer  satisfaction,  customer  service  and  professional- 
ism with  regards  to  this  program.  Customer  satisfaction  was  rated  as  above  average  by  88  percent, 
with  54.8  percent  rating  it  as  very  good.  The  level  of  customer  service  was  rated  better  than  average 
by  83.7  percent,  with  55.3  percent  saying  it  was  very  good.  Finally,  87.7  percent  of  the  participants 
said  the  SBA  exhibited  better-than-average  professionalism,  with  61.1  percent  rating  it   very  good. 

The  few  incidences  where  respondents  indicated  poor  or  very  poor  satisfaction,  service  and 
professionalism  can  be  traced  back  to  the  time  required  to  receive  loan  approval.  Regarding  customer 
satisfaction,  72  percent  (18  of  25  respondents)  reporting  very  poor  performance  and  77. 1  percent 
(27  of  35  respondents)  reporting  poor  performance  had  loan  approval  times  in  excess  of  20  days. 
Regarding  customer  service,  70.4  percent  (19  of  27  respondents)  reporting  very  poor  performance 
and  75.7  percent  (28  of  37  respondents)  reporting  poor  performance  had  loan  approval  times  in  excess 
of  20  days.  Similarly,  63  percent  (17  of  27  respondents)  reporting  very  poor  professionalism  and 
81  percent  (17  of  21  respondents)  reporting  poor  professionalism  had  loan  approval  times  in  excess 
of  20  days. 
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On  the  other  hand,  565  of  710  respondents  (79.6  percent)  of  those  reporting  very  good  cus- 
tomer service,  557  of  703  respondents  (79.2  percent)  reporting  very  good  customer  satisfaction  and 
611  of  795  respondents  (76.9  percent  )  reporting  very  good  professionalism  received  their  loan  ap- 
provals in  less  that  20  days. 

The  survey  respondents  reported  that  over  the  next  24  months  they  expect  to  create  8,176  new 
jobs,  an  average  of  6.6  jobs  per  loan.  The  range  of  expected  job  creation  was  from  0  to  650  new  jobs 
(one  respondent  stated  650  new  jobs;  without  this  response,  the  average  is  6.08  jobs  per  loan).  The 
most  frequently  expected  number  of  new  jobs  to  be  created  was  between  two  and  three  (476  re- 
sponses). Based  on  OFA  reports  that  the  average  LowDoc  loan  is  for  approximately  $54,0(X),  each 
new  job  created  will  have  an  average  cost  of  only  $8,200  (54,000/6.6). 

Prior  to  receiving  their  LowDoc  loans,  only  18.3  percent  of  the  participants  said  that  they  had 
previously  used  commercial  loans  to  finance  their  businesses.  Savings,  personal  loans,  credit  cards  or 
some  combination  of  these  to  provided  capital  to  68.9  percent.  Only  12.9  percent  used  other  sources 
of  financing  —  asset  liquidation,  stock  issues,  bond  sales,  etc.  —  to  meet  their  capital  requirements. 

Respondents  also  reported  that  the  LowDoc  Program  is  saving  them  money.  Of  those  surveyed, 
60  percent  said  that  their  other  sources  of  financing  are  more  costly  and  69  percent  said  the  LowDoc 
Program  offers  them  better  terms. 

When  asked  what  they  liked  and  disliked  about  the  LowDoc  Program,  the  respondents  gave  a 
variety  of  answers.  The  six  most  often-stated  positive  attributes  (from  most  to  least  frequent)  regard- 
ing the  program  were: 

1.  A  very  simple  application  &  quick  approval; 

2.  Lower  monthly  payments  (interest  rate); 

3.  That  it  provided  the  business  with  its  only  possible  source  for  a  loan; 

4.  Long-term  payment; 

5.  The  size  of  the  loan;  and 

6.  The  SBA  guaranty. 

The  six  most  common  responses  to  the  question  "What  was  the  least  attractive  feature  of  the 
LowDoc  Loan  Program?"  (from  most  to  least  frequently  stated)  were: 

1.  Associated  loan  costs  (interest  rate/points/closing  costs); 

2.  Procedures  and  costs  to  have  documents  prepared; 

3.  Nothing,  wouldn't  change  the  program; 

4.  Approval  time  was  too  long; 

5.  Program  restrictions,  limitations,  and  bureaucracy;  and 

6.  Loan  security  requirements. 

There  appears  to  be  very  little  middle  ground  among  the  survey  participants.  What  was  a  quick 
turnaround  to  some  businesses  was  slow  to  others.  What  appeared  to  be  a  good  interest  rate  to  many 
was  seen  as  very  high  to  some.  While  some  viewed  the  size  of  the  loan  as  substantial  and  very  ad- 
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equate,  others  viewed  it  as  too  small  and  restrictive.  These  differing  views  appear  to  be  statistically 
independent  of  a  firm's  revenues,  type,  length  of  time  in  business,  number  of  employees,  and  even 
previous  lending  experience. 

The  demographic  characteristics  obtained  by  the  survey  show  that  service  companies  make 
up  31.4  percent  of  the  firms  receiving  LowDoc  loans.  Retailers  accounted  for  another  27.6  percent, 
manufacturers  for  9.6  percent,  wholesalers  for  6.0  percent,  and  construction  firms  for  4.7  percent. 
The  miscellaneous  category  (labeled  as  "other"  on  the  questionnaire)  accounted  for  20.9  percent  and 
was  comfKJsed  almost  exclusively  of  professional  services  —  doctors,  dentists,  architects,  lawyers,  etc. 
Almost  42  percent  of  the  firms  responding  to  this  survey  were  start-ups,  and  76.5  percent  of  the 
respondents  have  been  in  business  less  than  five  years.  Additionally,  87.6  percent  have  10  or  fewer 
employees,  while  71.7  percent  have  five  or  fewer  employees.  Nearly  all  of  the  firms  —  93  percent  — 
anticipate  their  next  12  months'  revenues  to  be  $1  million  or  less  and  79  percent  are  forecasting  sales 
of  $500,000  or  less. 

More  specific  demographic  information  like  age,  sex,  ethnicity  and  geographic  location  of  the 
loan  recipients  was  not  included  in  the  survey  questionnaire.  The  Office  of  Marketing  and  Customer 
Service  recommends  that  future  surveys  of  LowDoc  loan  recipients  include  these  types  of  questions  to 
facilitate  a  more  detailed  analysis  of  the  recipients  and  to  provide  the  Office  of  Financial  Assistance  with 
region-sjiecific  performance  measures. 


SBA  LowDoc  Survey  Report  4 


83 

TABLES 


1.  LowDoc  Simplicity:  Was  this  lending  experience  simpler  or  more  complex  than  you  ex- 
pected or  have  previously  experienced? 

2.  Low'Doc  Convenience:  Was  this  lending  experience  more  convenient  or  less  convenient 
than  you  expected,  or  have  previously  experienced? 

3.  LowDoc  Paperwork:  Did  this  loan  require  more  or  less  documentation  than  you 
expected  or  have  previously  experienced? 

4.  LowDoc  Timeliness:  Did  this  loan  have  a  longer  or  shorter  approval  time  than  you 
expected  or  have  previously  experienced? 

5.  LowDoc  Approval:  How  many  business  days  did  it  take  to  receive  approval  for  your 
loan? 


6.  Customer  Satisfaction:  What  was  you  level  of  customer  satisfaction  during  the  lend- 
ing process? 

7.  Customer  Service:  What  level  of  customer  service  did  you  receive  during  this  process? 

8.  Professionalism:  What  level  of  professionalism  did  you  experience  during  this  process? 

9.  Past  Sources  of  Capital:  Prior  to  LowDoc,  how  did  you  finance  your  business? 

10.  Cost  of  LowDoc:  Is  your  LowDoc  loan  less  costly  than  your  other  sources  of  financing? 

11.  LowDoc  Terms:  Does  this  loan  offer  better  terms  than  your  other  sources  of  capital? 

12.  Businesses  using  LowDoc:  What  type  of  business  are  you  in? 

13.  LowDoc  Revenues:  What  are  your  anticipated  revenues  for  the  next  twelve  months? 

14.  Current  Employment:  How  many  employees  do  you  currently  employ? 

15.  Years  in  Business:  How  long  have  you  been  in  business? 
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A.  Letter  from  the  Deputy  Administrator. 

B.  Survey  questionnaire. 

C.  Compilation  of  raw  statistics. 
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Januury20.  1995 

Dear  LowDoc  Loan  Recipient: 

Congratulations  on  receiving  your  U.S.  Small  Business  Administration  (SBA)  guaranteed  loan.  As  you 
may  know,  one  of  President  Clinton's  priorities  for  the  SBA  is  that  we  identify  ways  to  increase  small  busi- 
ness access  to  capital.  In  response,  the  SBA  has  been  working  with  small  business  owners  and  SBA  partici- 
pating lenders  to  find  creative  ways  to  achieve  this  goal.  One  of  the  programs,  developed  by  our  district 
director  in  San  Antonio,  Texas,  is  the  Lx)w  Documentation  Loan  Program  (LowDoc),  in  which  you  are  a 
participant. 

You  received  your  LowDoc  loan  during  the  program's  first  year,  which  has  proven  to  be  very  successful 
thus  far.  We  would  like  to  evaluate  our  customer's  likes  and  dislikes  about  this  program  so  that  we  can  make 
this  and  other  SBA  programs  better  and  easier  to  use.  Therefore,  I  would  like  to  invite  you  to  complete  and 
return  the  enclosed  survey.  While  the  size  and  scope  of  the  survey  make  it  impractical  to  send  each  of  you  a 
more  personalized  letter,  please  be  assured  that  your  experience,  thoughts  and  suggestions  regarding  this 
program  are  very  important.  Remember,  your  participation  is  completely  voluntary  and  your  response  is 
confidential.  Our  customers  are  our  best  source  of  information  for  defining  the  needs  of  small  business  and 
measuring  how  well  our  programs  are  meeting  those  needs. 

This  survey  includes  15  questions  and  should  take  approximately  ten  minutes  to  complete.  Please  note  that 
the  estimate  of  time  to  complete  this  survey  is  provided  solely  for  the  purposes  of  the  Paperwork  Reduction 
Act,  and  is  not  derived  from  a  comprehensive  nor  representative  study  of  the  costs  of  SBA  surveys.  You  may 
direct  any  comments  concerning  this  time  estimate  to  either:  (Ref.  OMB  #  3245-0299  expires  03-31-97) 

Lma  Munoz,  Assistant  Administrator  Donald  Arbuckle.  Clearance  Officer 

Office  of  Marketing  &  Customer  Service  Office  of  Management  and  Budget 

U.S.  Small  Business  Administration  Paperwork  Reduction  Project 

409  Third  Street.  SW  Washington,  D.C.  20503 
Washington,  D.C.  20416 

Since  we  plan  to  act  quickly  in  response  to  your  comments,  we  would  appreciate  it  if  you  would  return  this 
survey  by  February  7,  1995.  Thank  you  so  much  for  your  time  and  consideration. 

Sincerely, 


Cassandra  M.  Pulley         C ^ 


Deputy  Administrator 
Enclosure 
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SURVEY  QUESTIONNAIRE 

SBN.  LowDoc 

Low  Documentation  Loan  Program  Survey 


OMB  Aulhonzauon  •3243-0299 
Exptruoo  Da«  3/31/97 


I .  Have  you  ever  been  turned  down  for  a  business  loan  that  was  similar  in  size  and  purpose  10  your  LowDoc  loan? 
D  yes                             D  no 
If  yes;  what  reasons  were  you  given  for  the  turn  down?  


2.  Have  you  ever  previously  been  denied  an  SBA  direct  or  guaranty  loan? 
D  yes                                 D  no 
If  yes;  please  indicate  the  reason. 


3.  Is  this  your  first  business  loan? 

D  yes  n  no 

Please  rate  this  business  loan  experience  to  your  previous  experiences  or  expectations: 

Simpler    12      3  4  5  more  complex 

more  convenient    12      3  4  5  less  convenient 

less  documentation    12      3  4  5  more  documentation 

shorter  approval  time    12      3  4  5  longer  approval  time 

4.  How  many  business  days  did  it  take,  from  the  time  you  submitted  your  LowDoc  application  to  the  lender, 
to  receive  approval  on  your  loan? 

□  1  -  3  days  04-7  days  Q  8  -  U  days 

□  12 -15  days  □16-20  days  □over  20  days 

5.  If  approval  took  more  than  7  business  days  were  there  any  additional  requests  for  information  or  imusual 
circumstances  concerning  your  application? 

□  yes  D  no 

6.  What  level  of  customer  satisfaction,  service,  and  professionalism  did  you  experience  during  the  lending  process 

very  poor       poor  average  good        very  good 

satisfaction  12  3  4  5 

service  12  3  4  5 

professionalism      12  3  4  5 

7.  How  many  additional  jobs  do  you  expect  to  create  in  the  next  2  years? 
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8.  Up  to  the  time  tlut  your  LowDoc  loan  was  approved,  bow  did  you  flnance  your  business? 

D  commercial  loans           D  savings                           D  personal  loans  Q  credit  cards 

Dotben 

9.  Is  the  LowDoc  loan  less  costly  than  your  other  sources  of  fmancing? 

□  yes  D  no 

1 0.  Does  the  LowDoc  loan  offer  you  belter  terms  than  your  other  sources  of  financing? 

O  yes  D  no 

U .  (a)  What  was  the  most  attractive  featiu-e  of  the  LowDoc  Guaranty  Loan  program  to  yoiu-  business? 

(b)  What  was  the  least  attractive  feature  of  LowDoc  Guaranty  Loan  program  to  your  business? 


12.  What  type  of  business  are  you  in? 

D  manufacturing  D  wholesale 

D  retail  D  service  (hi-tech) 

D  other  (specify): 


D  service  (low-iech) 
D  construction 


13.  How  long  have  you  been  in  business? 

D  stan-up  D  less  than  3  years  D  3  -  5  years 

D6-I0years  011-20  years  Dover  20  years 

14.  How  many  people  does  your  business  employ? 

CIl  02-5  De-lO  Dll-20 

1^21-30  D31-50  DSI-IOO  niOl-500 

D  over  500 

15.  What  are  your  approximate  or  anticipated  aimual  revenues  for  the  next  12  month  period? 

n  less  than  $50,000  D  $50,001  -  $100,000  D  $100,001  -  $500,000 

D $500.001 -$1,000,000  D $1.000.001 -$5,000,000         n$5.000.00I -$10,000,000 

Dover  $10,000,000 


Please  nole:  The  estimated  burden  for  the  completion  of  this  form  is  ten  minutes  per  response,  if  you  have  any  questions  or  comments  concerning- 
-  this  estimate  or  any  other  aspect  of  this  collection  please  conact  the  Chief  Administrative  Information  Branch.  Room  5000.  US  Small  Busmcx.< 
Administration.  409  3rd  Street.  S  W  ,  Washington  DC  20416:  and/or  Desk  Officer  for  SBA.  Office  of  Management  and  Budget.  Room  320S. 
Paptrworit  Reduction  Project  (3245-0299)  Washington  DC  20503 


SBAFomi  1921  (9/V) 
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COMPILATION  OF  STATISTICS 

Have  you  ever  been  turned  down  for  a  similar  type  of  loan? 

Value  Label 
yes 


Valid 

Cum 

Value 

Frequencv 

Percent 

Percent 

Percent 

1.00 

294 

22.2 

22.3 

22.3 

2.00 

1025 

77.4 

77.7 

100.0 

6 

.4 

Missing 

Total 


Valid  cases    1319        Missing  cases    6 


1325 


100.0 


Have  you  ever  been  denied  an  SBA  loan? 

Value  Label 
yes 


Valid 

Cum 

Value 

Frequencv 

Percent 

Percent 

Percent 

1.00 

65 

4.9 

4.9 

4.9 

2.00 

1256 

94.8 

95.1 

100.0 

4 

.3 

Missing 

Total 
Valid  cases    1321        Missing  cases    4 


1325 


100.0 


100.0 


Is  this  your  first  business  loan? 


Valid 

Cum 

Value  Label 

Value 

Frequencv 

Percent 

Percent 

Percent 

yes 

1. 00 

883 

66.6 

67.4 

67.4 

no 

2.00 

428 

32.3 

32.6 

100.0 

Total 

14 

1.1 

Missing 

1325 

100.0 

100.0 

Valid  cases    1311 

Missing  cases    14 
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Was  this  business  loan  experience  simpler  or  more  complex  than  your  previous  experiences 
or  expectations? 


Value  Label 
simpler 

somewhat  simpler 
about  the  same 
somewhat  more  comple 
more  complex 


Total  1325  100.0  100.0 

Valid  cases    1193    Missing  cases    132 


Valid 

Cum 

Value 

Frequency 

Percent 

Percent 

Percent 

1.00 

426 

32.2 

35.7 

35.7 

2.00 

295 

22.3 

24.7 

60.4 

3.00 

280 

21.1 

23.5 

83.9 

4.00 

110 

8.3 

9.2 

93.1 

5.00 

82 

6.2 

6.9 

100.0 

132 

10.0 

Missing 

Was  this  loan  more  or  less  convenient  than  you  expected? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

more  convenient 

1.00 

438 

33.1 

37.0 

37.0 

somewhat  more  convenient 

2.00 

337 

25.4 

28.5 

65.5 

about  the  same 

3.00 

276 

20.8 

23.3 

88.8 

somewhat  less  convenient 

4.00 

82 

6.2 

6.9 

95.8 

less  convenient 

5.00 

50 

3.8 

4.2 

100.0 

142 

10.7 

Missing 

Total 
Valid  cases    1183    Missing  cases    142 


1325 


100.0 


100.0 


Did  this  loan  require  more  or  less  documentation  than  your  previous  experiences  or  expectations? 


Value  Label 
Less  documentation 
Somewhat  less  docu 
About  the  same  amount 
Somewhat  more  doci 
More  documentation 


Valid  cases  1190 


Valid 

Cum 

Value 

Frequency 

Percent 

Percent 

Percent 

1.00 

440 

33.2 

37.0 

37.0 

mentation         2.00 

252 

19.0 

21.2 

58.2 

unt                   3.00 

257 

19.4 

21.6 

79.7 

umentation       4.00 

128 

9.7 

10.8 

90.5 

5.00 

113 

8.5 

9.5 

100.0 

135 

10.2 

Missing 

Total 

1325 

100.0 

100.0 

Missing  cases  135 
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Did  this  loan  have  a  longer  or  shorter  approval  time  than  you  expected  or  have  previously 
experinced? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Shorter  approval  time 

1.00 

434 

32.8 

36.3 

36.3 

Somewhat  shorter  approval  time 

2.00 

244 

18.4 

20.4 

56.7 

About  the  same  approval  time 

3.00 

257 

19.4 

21.5 

78.2 

Somewhat  longer  approval  time 

4.00 

127 

9.6 

10.6 

88.9 

Longer  approval  time 

5.00 

133 

10.0 

11.1 

100.0 

130 

9.8 

Missing 

Total 


1325 


100.0 


100.0 


Valid  cases    1195    Missing  cases    130 


How  many  business  days  did  it  take  for  your  loan  to  be  approved? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

1  -  3  days 

1.00 

90 

6.8 

6.9 

6.9 

4  -  7  days 

2.00 

274 

20.7 

21.0 

28.0 

8-11  days 

3.00 

148 

11.2 

11.4 

39.3 

12-  15  days 

4.00 

198 

14.9 

15.2 

54.5 

16 -20  days 

5.00 

174 

13.1 

13.4 

67.9 

Over  20  days 

6.00 

418 

31.5 

32.1 

100.0 

Total 

23 

1.7 

Missing 

1325 

100.0 

100.0 

Valid  cases    1302 

Missing  cases    23 

If  loan  approval  took  more  than  7  business  days  were  there  any  additional  requests  for 
information  or  unusual  circumstances  concerning  your  application? 


Valid 

Cum 

Value  Label 

yes 

no 

Value 
1.00 
2.00 

Frequency 
400 
683 

Percent 
30.2 
51.5 

Percent 
36.8 
62.8 

Percent 
36.8 
99.5 

not  applicable 

3.00 
Total 

5 
237 

.4 
17.9 

.5 
Missing 

100.0 

1325 

100.0 

100.0 

Valid  cases    1088 

Missing 

cases    237 

SBA  LowDoc  Survey  Report  27 


106 


What  was  your  level  of  customer  satisfaction? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Very  Poor 

1.00 

26 

2.0 

2.0 

2.0 

Poor 

2.00 

35 

2.6 

2.7 

4.6 

Average 

3.00 

140 

10.6 

10.7 

15.3 

Good 

4.00 

392 

29.6 

29.9 

45.2 

Very  Good 

5.00 

719 

54.3 

54.8 

100.0 

Total 

13 

1.0 

Missing 

1325 

100.0 

100.0 

Valid  cases    1312 

Missing 

cases    1 3 

What  was  the  level  of  service  you  received  during  the  lending  process? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Very  Poor 

1.00 

28 

2.1 

2.1 

2.1 

Poor 

2.00 

37 

2.8 

2.8 

5.0 

Average 

3.00 

149 

11.2 

11.4 

16.3 

Good 

4.00 

372 

28.1 

28.4 

44.7 

Very  Good 

5.00 

725 

54.7 

55.3 

100.0 

Total 

14 

1.1 

Missing 

1325 

100.0 

100.0 

Valid  cases    1311 

Missing  cases    14 

What  level  of  professionalism  did  you  experience  during  the  lending  process? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Very  Poor 

1.00 

28 

2.1 

2.1 

2.1 

Poor 

2.00 

21 

1.6 

1.6 

3.7 

Average 

3.00 

112 

8.5 

8.6 

12.3 

Good 

4.00 

339 

25.6 

25.9 

38.2 

Very  Good 

5.00 

809 

61.1 

61.8 

100.0 

Total 

16 

1.2 

Missing 

1325 

100.0 

100.0 

Valid  ca.ses    1 309 

Missing 

cases    16 
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Value  Label 


Mean 


6.605 


Mode 


u  expect  to  create  over  the  next  two  years? 

Valid 

Cum 

Value 

Frequency 

Percent 

Percent 

Percent 

.00 

58 

4.4 

4.7 

4.7 

1.00 

85 

6.4 

6.9 

11.6 

1.50 

3 

.2 

.2 

11.8 

2.00 

268 

20.2 

21.6 

33.4 

2.50 

5 

.4 

.4 

33.8 

3.00 

203 

15.3 

16.4 

50.2 

3.50 

2 

.2 

.2 

50.4 

4.00 

161 

12.2 

13.0 

63.4 

4.50 

T 

.2 

.2 

63.6 

5.00 

133 

10.0 

10.7 

74.3 

5.50 

1 

.1 

.1 

74.4 

6.00 

42 

3.2 

3.4 

77.8 

7.00 

37 

2.8 

3.0 

80.8 

8.00 

23 

1.7 

1.9 

82.6 

9.00 

13 

1.0 

1.1 

83.7 

9.50 

1 

.1 

.1 

83.8 

10.00 

68 

5.1 

5.5 

89.3 

11.00 

1 

.1 

.1 

89.3 

12.00 

12 

.9 

1.0 

90.3 

13.00 

7 

.5 

.6 

90.9 

14.00 

2 

.2 

.2 

91.0 

15.00 

27 

2.0 

2.2 

93.2 

16.00 

4 

.3 

.3 

93.5 

17.00 

6 

.5 

.5 

94.0 

18.00 

1 

.1 

.1 

94.1 

20.00 

19 

1.4 

1.5 

95.6 

24.00 

2 

.2 

.2 

95.8 

25.00 

12 

.9 

1.0 

96.8 

27.00 

1 

.1 

.1 

96.8 

28.00 

3 

.2 

.2 

97.1 

30.00 

8 

.6 

.6 

97.7 

32.00 

1 

.1 

.1 

97.8 

35.00 

3 

.2 

.2 

98.1 

36.00 

1 

.1 

.1 

98.1 

37.00 

1 

.1 

.1 

98.2 

40.00 

4 

.3 

.3 

98.5 

41.00 

1 

.1 

.1 

98.6 

45.00 

1 

.1 

.1 

98.7 

50.00 

7 

.5 

.6 

99.3 

60.00 

1 

.1 

.1 

99.4 

62.00 

1 

.1 

.1 

99.4 

62.50 

1 

.1 

.1 

99.5 

65.00 

1 

.1 

.1 

99.6 

75.00 

1 

.1 

.1 

99.7 

100.00 

1 

.1 

.1 

99.8 

125.00 

1 

.1 

.1 

99.8 

150.00 

1 

.1 

.1 

99.9 

650.00 

1 

.1 

.1 

100.0 

Total 

87 

6.6 

Missing 

1325 

100.0 

100.0 

2.000 

Sum   8176.500 

Valid  cases    1238  Missing  cases    87 
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Up  to  the  time  your  LowDoc  loan  was  approved,  how  did  you  flnance  your  business? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Commercial  Loans 

LOO 

225 

17.0 

18.3 

18.3 

Savings 

2.00 

283 

21.4 

23.0 

41.3 

Personal  Loans 

3.00 

174 

13.1 

14.2 

55.5 

Credit  Cards 

4.00 

34 

2.6 

2.8 

58.3 

Other 

5.00 

158 

11.9 

12.9 

71.1 

More  than  one  of  the  above 

6.00 

355 

26.8 

28.9 

100.0 

96 

7.2 

Missing 

Total 
Valid  cases    1229      Missing  cases    96 


1325 


100.0 


100.0 


Is  the  LowDoc  loan  less  costly  than  your  other  sources  of  financing? 

Value  Label 
yes 


Valid 

Cum 

Value 

Frequency 

Percent 

Percent 

Percent 

1.00 

744 

56.2 

60.1 

60.1 

2.00 

494 

37.3 

39.9 

100.0 

87 

6.6 

Missing 

Total 
Valid  cases    1238      Missing  cases    87 


1325 


100.0 


100.0 


Does  the  LowDoc  loan  offer  you  better  terms  than  your  other  sources  of  financing? 

Value  Label  Value        Frequency 

yes  1 .00  847 

no  2.00  380 

98 


Total 
Valid  cases    1227      Missing  cases    98 


1325 


Valid 

Cum 

Percent 

Percent 

Percent 

63.9 

69.0 

69.0 

28.7 

31.0 

100.0 

7.4 

Missing 

100.0 


100.0 
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What  type  of  business  are  you  iai 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Manufacturing 

1.00 

125 

9.4 

9.6 

9.6 

Wholesale 

2.00 

78 

5.9 

6.0 

15.5 

Service  (low  tech) 

3.00 

247 

18.6 

18.9 

34.4 

Retail 

4.00 

361 

27.2 

27.6 

62.0 

Service  (hi  tech) 

5.00 

163 

12.3 

12.5 

74.5 

Construction 

6.00 

61 

4.6 

4.7 

79.1 

Other 

7.00 

273 

20.6 

20.9 

100.0 

Total 

17 

1.3 

Missing 

1325 

100.0 

100.0 

Valid  cases    1308 

Missing  cases    17 

How  long  have  you  been  in  business? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Start-up 

1.00 

544 

41.1 

41.7 

41.7 

Less  than  3  years 

2.00 

273 

20.6 

20.9 

62.6 

3  -  5  years 

3.00 

181 

13.7 

13.9 

76.5 

6  -  10  years 

4.00 

155 

11.7 

11.9 

88.4 

11  -  20  years 

5.00 

107 

8.1 

8.2 

96.6 

Over  20  years 

6.00 

45 

3.4 

3.4 

100.0 

20 

1.5 

Missing 

Total  1325 

Valid  cases    1305      Missing  cases    20 


100.0 


100.0 


How  many  people  does  you  business  employ? 


Value  Label 
One  employee 
2-5  employees 
6  -  10  employees 
1 1  -  20  employees 
2 1  -  30  employees 
3 1  -  50  employees 
51  -  100  employees 


Total 
Valid  cases    1304      Missing  cases    21 


Valid 

Cum 

Value 

Frequency 

Percent 

Percent 

Percent 

1.00 

240 

18.1 

18.4 

18.4 

2.00 

695 

52.5 

53.3 

71.7 

3.00 

207 

15.6 

15.9 

87.6 

4.00 

111 

8.4 

8.5 

96.1 

5.00 

33 

2.5 

2.5 

98.6 

6.00 

12 

.9 

.9 

99.5 

7.00 

6 

.5 

.5 

lOO.O 

21 

1.6 

Missing 

1325 


100.0 


100.0 
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What  are  your  approximate  or  anticipated  revenues  for  the  next  12  months? 


Valid 

Cum 

Value  Label 

Value 

Frequency 

Percent 

Percent 

Percent 

Less  than  $50,000 

1.00 

187 

14.1 

14.4 

14.4 

$50,001  -$100,000 

2.00 

285 

21.5 

21.9 

36.3 

$100,001  -  $500,000 

3.00 

554 

41.8 

42.6 

79.0 

$500,001  -  $1  million 

4.00 

182 

13.7 

14.0 

93.0 

$1,000,001  -  $5  million 

5.00 

87 

6.6 

6.7 

99.7 

$5,000,001  -$10  million 

6.00 

3 

.2 

.2 

99.9 

Over  $10  million 

7.00 

1 

.1 

.1 

100.0 

26 

2.0 

Missing 

Total 
Valid  cases    1299      Missing  cases    26 


1325 


100.0 


100.0 
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All  Of  SBA's  programs  and  services  are  extended 
"^  to  the  public  on  a  nondiscriminatory  basis 
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SBA  has  offices  located  throughout  the  United  States  and  its  territories.  For  the  one  nearest  you,  look  under 
"U.S.  Government"  in  your  telephone  directory,  or  call  the  Small  Business  Answer  Desk  at  (800)  8-ASK-SBA. 
To  fax,  dial  (202)  205-7064.  For  the  hearing  impaired,  the  TDD  number  is  (202)  205-7333. 

To  access  SBA  OnLine  (electronic  bulletin  board): 

(800)  697-4636  (limited  access)  or  (900)  463-4636  (full  access) 
WWW  Home  Page:  hhtp://www. sbaonline.sba.gov 
SBA's  gopher:  gopher://www.sbaonline.sba.gov 
File  transfer  protocol:  ftp://www.sbaonline.sba.gov 
Telnet:  telnet  sbaonline.sba.gov 


Q 
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U.S.  Small  business  Administration 

Washinston,  D.C.    20416 


July    18,     1995 


Honorable  Peter  G.  Torkildsen 

Chairman 

Subcommittee  on  Government  Programs 

Committee  on  Small  Business 

House  of  Representatives 

B-3  63  Rayburn 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

This  letter  is  written  to  clarify  a  question  which  arose 
during  my  testimony  at  the  June  28th  hearing  on  the  Low 
Documentation  or  Low  Doc  loan  program.  You  asked  why  a  90  percent 
guaranty  is  afforded  to  loans  made  under  the  Small  Business 
Administration's  (SBA)  "Low  Doc"  Program. 

As  you  know.  Low  Doc  is  a  program  designed  to  reduce 
paperwork  and  to  provide  quick  processing  to  small  businesses 
which  present  SBA  relatively  straight  forward  credit  and 
eligibility  applications  capable  of  being  assessed  with  minimal 
supporting  materials.  When  the  Agency  conceived  the  program, 
$100,000  was  selected  as  the  appropriate  size  loan  to  be 
considered  under  such  expedited  procedures. 

Section  7(a)(2)(A)  of  the  Small  Business  Act  requires  that 
each  loan  SBA  guarantees  of  the  principal  amount  of  $155,000  or 
less  receive  not  less  than  a  90  percent  guarantee,  unless  the 
participant  lender  requests  a  lower  guarantee.  Therefore,  Low  Doc 
loans  which  by  definition  have  principal  balances  of  $100,000  or 
less  must  receive  at  least  a  90%  guarantee.  Since  by 
administrative  decision  SBA  does  not  offer  guarantees  in  excess 
of  90%,  each  Low  Doc  loan  receives  a  guarantee  of  90% — the 
minimum  guarantee  percent  currently  allowed  by  law. 

Further,  please  note  that  as  part  of  its  Reinvention 
legislative  package,  SBA  has  requested  a  change  in  the  Small 
Business  Act  to  reduce  the  guarantee  percent  of  Low  Doc  loans  and 
other  loans  in  the  principal  amount  of  $100,000  or  less  to  85%. 
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SBA  believes  this  would  encourage  greater  lender  diligence  in 
making  Low  Doc  loans  while  still  providing  an  incentive  to 
lenders  to  meet  the  credit  needs  of  this  underserved  segment  of 
the  market. 

We  trust  this  infomnation  will  be  useful  to  you  and  the 
Subcommittee . 

Sincerely, 

Patricia  R.  Forbes 
Acting  Associate  Deputy 
Administrator  for 

Economic  Development 

cc:   Honorable  Glenn  Poshard 
Ranking  Member 
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ANSWERS  TO  QUESTION  FROM  CONGRESSMAN  TORKILDSEN 
FROM  7(A)  HEARING,  JUNE  28  ,  1995 


Question: 

Mr.Torkildsen:    [D]o  you  know  the  numbers  for  the  overall  [7(a)l  program? 

Mr.  Hearne:  Now,  when  you  say  overall  numbers,  did  you  want  to  know,  like, 
the  overall  repurchase  rate  for  7(a),  overall  recovery  rate  of  the  projected 
repurchase  and  recovery  rate;  Is  that  - 

Mr.  Torkildsen:  That  would  be  helpful,  without  having  them  broken  down 
under  the  different  loans  under  the  umbrella  of  7(a),  it  certainly  would  be  helpful 
to  have  them  for  the  entire  7(a). 


Answer: 


7(a)  Program  Information 
Guaranty  %  77.08% 

Guarantee  Fee  1.85% 

Repurchase  Rate  17.25% 

Recovery  Rate  62.03% 

Secondary  Market  Fee 


20  basis  points  on  all  loans  (50% 
of  the  portfolio)  sold  on  the 
secondary  market. 
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